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The Manager and the Comptroller: A Necessary Partnershid

' Good Afternoon:

When Admiral Forrest asked me to speak, I almost declined.
I wasn't sure what I could say to your group since my back-
ground is in Systems Analyéis and Management. ‘I then noticed
the topic--"Management of Declining Resources." I have ob-
served that when resources decline--when times get tough--
the corporate comptrollers get‘more power, and the managers
and analysts get fired.-- I think we'd better talk!

Seriously, as I thought over your proposal, I came to

feel that there is something important for managers and -
comptrollers to say. to one another. When I look back, for
instance)on my days as a systems analyst, I recall that I
was always conscious of the fact that,while we were attempting
to deal with the broad aspects of a program, conducting
trade-offs and évaluating cost-effectiveness, there was always
another group simultaneously moving forward with the budget,
the Comptrollers. More than that, I often perceived that these
two groups were not communicating very often with each other.
Even when they did, there were immense differgggps in their
frémes of reference, vocabularies, and data bases. Now this
relationship of the budgeteer to the programmer is the same
as that of the comptroller to the managér.

In the programmer's or.the manager's world, the focus is
on output--the ultimate mission effectiveness of systems. In

the budgeteer's or comptroller's world the focus is on inputs--
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the various bits and pieces that add up to an appropriation.

Programmers and managers deal in large aggregates of re-
sources; budgeteers and comptrollers deal in fhe micro-world.
Most importantly, the one's thinking is on the future, while
the other's is iargely on the past. That is, the comptrollers'
cost and performance data are historical and his evaluaﬁion

of a budget is largely based on the deviations from that of

a previous year. | “

This brings me to the central point that I'd like to make
today : Iﬁ'an era of declining resources, we in Defense can
no longer afford the‘penalties caused by an insufficient
interchange between these two important elements of our
management structure. Specifically, the comptroller should be,
aﬁd prébably is, the person best aware of data that is relevant
to making decisions on the future. The manager who does not
employ this data to the fullest is probably forced into making
decisions that are unnecessarily sub-optimal. Thus, my thesis
is that the manager and comptroller must joinéiy develop infor-
" _mation strﬁctures which will facilitate decision making in
their'particular organization. ‘ _

Impréving thefquality of our decisions is especially
important today. For the Navy, at least, the paéf severai
years have been ones of reduced burchasing power and dramatic
reductions in combat fofces. We gbntinue to face growth in the
cost of both manpower and weapons systems. We  also face
increasing technical and pélitical complexity in our operating

environments. These trends are ones with which we willilikely
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have to learn to live. It is, I believe, in times of declining

real resources that effective decision making is of utmost
importance. To borrow a phrase from the organizational theorists;
such periods are the ones in which organizational slack~-
those inefficiencies and frills that grow in a large organization
during times of prosperity--must be eliminated. Any shorte
comings in the manager-—-comptroller partnership represent to
me significant organizational slack. |

Let's look at why this manager-comptroller partnership

has not been fully realized. I want to raise a few points not ’

in criticism of the manager or of the comptroller, but rather

-~

to suggest necessary directions for change. In fact, if any
fault is to be assigned, a large share must go to the manager
who fails to understand and develop the assistance available
to nim from the comptroller.
The first problem I would like to raise stems from the

fact that the emphasis of accounting data has been primarily
on liability. Our recent Navy difficulties in our MPN account,
with which you are all familiar, iare just the sort of thing
that has led military line managers to ask only that their comp-
trollefs keep them eut of trouble. |

As .a result of this kind of emphasis on liability, the
comptroller frequently relegates management eontrol and planning

to a secondary role. Those few elementsAof'data_that a top

manager should see are not carefully chosen because both the
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manager and the comptroller are oriented to insuring that

nothing is missing. This inevitably leads to an overkill in

presentation of data. Unfortunately, what frequently is missing

is the manager's ability to spot potential-probleﬁs; Computer-

ization has, of course, added to this problem: just because

we can now manipulate and present vast quantities of data;

we do.it, whether we can utilize the data or not. Technology

rather than requirements is driving the system. >

The second problem, I would\like to suggest, is the failure

A of many comptrolleré to become sufficiently inVoived in the

trade-off decisions necessary to the manager. We all know how

many separate appropriation accounts enter into the management

of :any single Defense program. Complex accounting systems can

be useful and necessary, but they can also have unfortunate

dysfunctional effects. For instance, often a manager is not

aware of the full costs of his decisions, simply because he is

unable to get a clear picture of where to locate all the costs,

or of the interrelationships among cost elements.
Anyone who_has»grappled with the problems of reducing the costs
of support, for example, cannot help being aware of these
problems.

Thus, the cdmptroller must become a more active player in
the management function. He also mﬁs£ direct more attention -

to carefully and wisely structuring his accounts with decision |

4 .
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making in mind. Not only is the old caution abéut not mixing
apples and oranges relevant, but also the caution of keeping
the apple together with its skinad core. I would suggest
that a review of our financial accounts with decision;haking
foremost in mind is in order today. |

A third problem area is our frequent failure to emphasize
accurate forecasts of key financial data. The forecasting
done is often the simplest sort of extrapolation; it does
not take advantage of the powerful statistical teéhniques that
are available today. A manager, operating as he does in an
environment of uncertainty, depends heavily on such forecasts

being accurate enough to alert him to upcoming problems.f

The fourth problem I perceive that requires the active

cooperation of the comptroller and manager relates to devising
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'performance measures. These can glve correct 1ncent1ves to
a2 manager and to his organlzatlon. Too often, dec1510n makers
respond to variables that can be quantified rather than those
that are important. Too often they answer to measures of short—
term performance rather than long-term. Also, all too often,
the manager responds only to the measures relatlng to hlS own )
part of the organlzatlon, and not to ones of w1der‘1mportance.ﬂh'p'
It is 1mperat1ve that performance measures be derlved whlch .':.-’l
focus on our true organlzatlonal objectlves, whlch go beyond ﬂ f:h.l
the particular offlce the manager is 1n;‘and whlch loo; pagt | |
‘his term in that billet. |

One simple example of problems like these can be found
in our various inventory management accounts. Inrsome cases,
ex1st1ng incentives induce a supply manager to scrap a component‘
and buy a new one: for which his own accounts are not charged
rather than flx the component by buying the cheaper blts—and—:

pieces wnlch are needed but for which hlS accounts are charged.

Even more damaglng are the problems created by 1ncompatab111t1es
of incentives. A des1gn manager will worry about the procure— -

“ment cost of hlS product. He WLll-seldom think of the flnan01al

lmpact of his decisions on the 1nventory and malntenance »

_managers, let alone on oneratlonal readlness. Those are but '

.two examples I am-sure you can all thlnk of more.. Now I .
belleve that we all understand the problem; but I do not claim to é
know the solution. This is the major challenge_I would like-
to leave with you today. How can you as comptrollers help to
provide incentives toward efficient behavior? How can you
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: *llablllty, fallure to structure accounts for deClSlon maklng,-;_ﬁ

:-poor flnanc1al forecastlng, and 1mproperly structured 1ncent1ves

»;;these problem areas.j How do we do thls7*-TWO years ago,bwe hfﬁ

’ made some rather sweeplng changes 1n the currlculum. One of e

ly. Our objectlve here is to turn out managers who Wlll under— .

‘making at this level... Mind you,.they are an exceptlonal lot - =
_with 8 to 18 years of service; ‘They are top quality;representa%
‘tives from each of our services, including the Coast Guard.

We also have representatives of corresponding grades from

‘there are approx1matel] 465 students enrolled It 1s also
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our organlzatlonal goals rather than solely on day—to—day &
error avo:Ldance'> To do this you w1ll certalnly have to step
beyond the tradltlonal accountlng role of the comptroller.

In sum, the four crltlcal problems I have suggested to ipru

you are, |over—empha51s by both managers and comptrollers on -

o

At the Naval War College, ‘we are attemptlng to help 1n-.~7?

the new courses we instituted is entltled "Defense Economlcs
and Dec151on Maklng."n Tradltlonallyr the course had been centeredjif
on giving the students a broad plcture of the world of 1nter—’
natlonal relatlons.h»There was a long overdue need to teach
these offlcers how to translate broad pollcy 1nto spe01f1c
decisions on allocatlng resources. A : v

Thus,i’e 1ncreased thlS portlon 0X the currlculum srgnlfvcant—;ti

stand the importance of utlllzlng every tool whlch comptrollersin

or systems analysts or” anyone ‘@lsé has™ avallable._ It 1is truly-'~

surpriging how naive our average student is about dec131on

the civilian components of the Defense Department.  Each year
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7T;thhe costs prov1ded by a comptroller, the measures of output T:w=
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surprlslng.to me the number who thlnk major resource de0151onsy::f§ -
are. black and whlte‘ Perhaps I should not be surprlsed.“ Afterv
all, most of our students come from the operatlng forces, where?é?ff
dec1srons are rlght or wrong. All de01510ns of thls type f}l i
,-must be expressed W1th an alr of authorlty, there can be no._
yamblgulty. The key to our approach 1s to recognlze how muchu

. uncertalnty ex1sts 1n the dec151on maklng process, even 1n f%

-;provlded by your analysts, the broad objectlves of a strateglsts,ilf?
‘}etc. How do we do thls° We have lelded thepEconomlcs coursehw'h
1nto three phases. Flrst, the students look at the braod )
',strategy objectlves for the Navy We ask' are we fulfllllnc
them? If not is 1t due to poor allocatlon of resources?

We must know where we'are supposed to be headed 1f we ‘are
. to reasure. progress. Second we concentrate on how we- make hf?.fii
decisions on resource allocatlon. » We strlve to make the

?J student apprec1ate the problem of establlshlng alternatlves,hs
ﬁ“then welghlng them and maklng a deClSlon., In d01ng thls,:ilfﬁpp

ve glve them a good dose of qtantltatlve technlques.,;

[ T

- Our approach to quantltatlve methods 1s to develop the

student s abllltles as a customer. for analy81s rather tnan»%u
as a practltloner. We expose him to the concepts and pr1nc1ples‘
"of micro-economics and decision theory, but from the v1ewp01nt
of developing his ability first to structure a management pro-

blem for analysis, and second to interpret the results presented_

to him by an analyst. We emphasize the utlllty of thlS form

TN el meemn o L g e el e T T T S L eI
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of.analy51s 1n.provrd1ng an 1ntellectual framework for address~€ﬁtf
ing difficult problems, but cautlon against over—enthu31asm for}hijﬂl
analyses which are exclu51vely quantltatlve.-flﬁflxdrf“'. : o
Thlrd and flnally, we empha31ze that the greatest.declsloh ':£:;
.ever made 1s of no value 1f we cannot get 1t carrled out 1f -
.l we cannoc follow 1t through to 1mplementatlon We teach that
'major Defense dec1srons must reflect pOlltlcal reallty 1f they N
are to be. 1mplemented that they must also reflect the nature”;“V‘ﬂ
» - of the bureaucratlc system in whlch we operate, and that theytdiﬁfﬁéf
| must be cognlzant of a v1able relatlonshlp wrth 1ndustry.r‘lh;if1:i‘
»short, there s no value in maklng a ratlonal and optlmal de-;lyﬁ
‘0151on 1f you cannot get Congress to prov1de the funds or thehﬁ‘

t/publlc to support you, if you cannot get your own bureaucracy{ff;i«'

_.._,I

to carry out your dec151on, and 1f you cannot get 1ndustry to:ﬁsi“

produce at a prlce near your estlmate and on- schedule

s - e RETERES W

How do we walk our students through thlS process’ Prlmarrly
- by maklng them work through 1t for themselves. “We. av01d spoon— |
feeding it to them‘in 1ectures.v We do have formal classroom
instruction in quantltatlve methods and in the theory of
horgan1zatlonal behavror.__The core . of the. course, however;_ls
,case'studies of major defense decisions;' Here the student is
basically on his own. We give him'a lot of reading to do, .
-some of it;theory, some of it’Factual He then must work out L
'hlsﬁomhvsolutlohs;h He has specrflc homework assrgnments, he,fd:
-is grilled in his seminar meetings; and he has wr1tten»examina%
tions where he must present solutions to hypothetical case ‘
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problems. To the maximum extent p0551b1e, we deSLgn our case
studies to have all the messiness, all the mult1p11c1ty of al- 1
ternatives, and all of the 1nteract1ng 1nfluences ‘which a real

manager faces in any deC1510n of consequence. In short - wWe view

our case studles as an apprentlceshlp in deCL51on\mak1ng for

‘our students. As I am sure many of you who have been exposed N
to the case study method w111 realize, we have an 1nsat1able
contlnulng need for fresh case materlals and I would apprec1ate

e . . Lo -

any materlals that you may have: 1n your flles.:hff

In the end, we hope that this part of our war College course
will make the students\better able to approach the klnd of problems

that you face dally. They will not be up. to speed on all Ofﬁ.;aﬁg,g

the latest procedures or jargon of PPBS._ They w111 not have
reviewed many of the current issues belng dlscussed here in
Washington or elsewhere. That would be tralnlng not educatlon,,'u
and of only short term benefit. We do belleve that they w111

be well equlpped to plck up the jargon and the details of | -
current problems when they get to future ass1gnments,and then -
can march off in a sen51ble manner. - In short, we are playlng

for the 1onger term by develoomng hablts of thlnklng rather»

W;M*MM;_*than~filling”studentsww1th—facts_and datarfyw .
Part-of aii this, we hope, W111 be a recognltlon of the
importance of an active oartnershlp between the manager and

.the comptroller We want. the. students to see that only by

having the correct financial 1nouts can the manager accompllsh

the trade«offs essential to hlS deClSlon maklng.ﬂnftueh?n}émm

10
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be ‘clear to them as prospectlve managers that it is the

»comptroller who is best able to provide many of the 1nputs.

The students must recognize that top managers must turn to theer
comptroller in selecting the key!pleces of management control

data which they requlre, for prov1d1ng the rlght cost data to

~be used in making trade—offs; for prov1d1ng good forecasts

relevant to the problems ralsed and the optlons open, and forf._f

dev151ng and monltorlng 1nce1t1ves relevant to the program belng o

managed.

Thls, then, is the partnershlp that I v1ew as a nece551ty

~in the evolutlon of our defense organlzatlon. The manager

'lmust 1nclude the comptroller as an 1mportant part of hlS

'dec1s;on and control team. -The comptroller must expand his

responsibilities beyond concentratlng on past accountablllty:

In this way, I believe, we can achieve the type of decision

"making that is necessary in our military establishment today.

'Approved’For' Release 2005/09/28 : CIA- RDPSOBO1554R003700280001-5*‘ R
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on the MPN accounts. Clearly the changing personnel structure
that would result from having a greater percentage of career
personnel should have an impact on the MPN accounts.. The

elimination of the draft was predicted to lead to a military

comprised of older individuals, ones with greater family

responsibilities. Obviously these types of individuals would

require different housing, food, and moving allowances than

did the young, unmarried, short—term’draft—inauced individual.

A%
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When we went to the AVF,&in
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major problems in both planning and“bﬁdéétinq}> ‘
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The Manager and the Comptrollir: A Nec ershlp
| o OFEd n\m\m\\l“

' | . mmﬂmmﬂ{)
When Admiral Forrest asked me tgagmé%ﬁg;@‘mgmg&t/decllned

Good Afternoon:

I wasn't sure what I could say to your group since my backt

ground 1is an Systems Analysrs and M nagement I then notlced

the toplc——"Management of\Decllnlng Resources. LI have ob—
served that when resources.decline;—when timesiget‘tough—f

the corporate comptrollers get more power, and the managers

and analysts get fired.-- I thlnk we'd better talk"‘-, - ;m S

~Serlously, as I thought over your proposal I came to

feel that there is something important for managers and
comotrollers to say. to one another. When I look~back, for
instance,on my days as a systems analyst,vI recail that I

was always conscious of the fact that,while we were attempting
to deai with the broad aspects of a program; conducting
trade-cffs and evaluating cost—effectiveness,'there was always
another group simultaneously mov1ng forward w1th the budget
the Comptrollers. More than that, I often percelved that these

two. groups _were._ not communlcatlng very. often with each. other.

Even when they did, there were immense dlfferenges in their
frames of“reference, vocabularies, ana data bases. Now this;~
relationship of the budgeteer to the programmer i's the same
as that of the comptroller to the manager.

In the programmer's or. the manager's world, the‘focus is
~on output--the ultimate mission effectiveness of'systems.. In

the budgeteer's or comptroller's world the focus is on inputs—-
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the varlous bltS and pieces that add up to an approprlatlon. BN

- .
Programmerskand managers deal in large aggregates of re-

sources; budgeteers and comptrollers deal in the mlcro—world.;_
Most 1moortantly,_the one's thlnklng 1s on the future, whlle ; '
the other s is largely on the past. That 1s, the comptrollers' ;:t
'cost and performance data are hlstorlcal and hlS evaluatlon:?ithT;

-h_of a budget is largely based on: the dev1atlons from that of f;

a previous year.-;f‘*i

T e e oA b e o
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This brlngs e to the Gentral p01nt that EX d llke to make e

-today: In an era of decllnlng resources, we in Defense can
no longer afford the penalties caused by an insufficient’hk
interchange between these two important elements of‘our
management structure. Specificaily, the comptroiler should‘be,v
and probably is, the person best aware ofpdata that is reievant._
to making decisions on the future. The manager who does not
employ this data to the fullest is probably forced into making~.
P _decisionS?that are unnecessarily sub-optimal. s Thus, my thesis
- is that the manager and comotroller must jointly develop infor— ‘
~ -mation structures which will facilitate dec151on maklng in . |

thelrmpartlcular_organlzatlon

Improving the- :quality of ourrdec151ons lS espec1allym
1mportant today. For the Navy, at least the past several
years have been ones of reduced purchasing power and dramatic
reductions in combat forces. We continue to face growth in the
~cost of both manpower and weapons systems. We also face

increasing technical and political complexity in our operating

environments. These trends are ones with which we will:likely

e e o el e e e ety b i oL e T e
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f7w1th whlch you are all famlllar, «are just the sort of thlng

”-trollers keep them out of trouble.‘fphf-:rffra*iﬁ}if"*”'

real resources that effective decision making is of utmost
importance; To borrow a phrase from the organlzatlonal theorlsts;_'»
such perlods are the ones in whlch organlzatlonal slack—— |
those inefficiencies and frllls that grow in a large.organization '
during times of prosperity--must be eliminated. Any short;_
comings in the manager—comptroller partnerShip.represent to::
me significant organizationai slack. | ’ ; o

Let's 1ook:at>Whyﬂthis manager—comptrolier:partnership'
has not been fully realized.. I want to raise a few points'not’.
in criticish of the manager or of the coﬁptroller, but ratherl.
to suggest necessary directions for change. 1In fact,“if anyh
fault is to be assigned, a large share must go to the manager' '

who fails to understand and’develop the assistance available

" to him from the comptroller.

The first problem I would like to raise stems from the
fact that the emphasis of accounting data has been'primarily

on llablllty. Our recent Navy dlfflcultles in our MPN account

B i T e e . B e e S g e

that has led mllltary llne managers to ask only that thelr comp—:‘

As a result of thlS klnd of empha31s on- llablllty,_the RS

comptroller frequently relegates management control and plannlng ;:»'

| to a- secondary role.* Those few elements of data that a top

o manager should see are not carefully chosen because both the}f{i”°”“
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manager and the comptroller are oriented tO'insuring that'

nothing ishmissing. ThlS 1nev1tably leads to an overklll 1n1}if, 12:
.vpresentatlon of data. Unfortunately, what frequently is. mlsslng

.‘lS the manager s ablllty to spot potentlal problems. Computer—ffki d

“ization has, of course,'added to thlS problem° just because N

‘we can ‘now manlpulate and present vast quantltles of data,:”

33-;f “we doit, whether we can utlllze the data or not.; Technology?

mrather than requlrements is dr1v1ng the system.T ﬁf% e

The second problem, I would llke to suggest is the fallure

oflmany comptrollers to become sufflclently 1nvolved in the ;
tradefoff decisions necessary to the-manager. We all know how
many separate appropriation accounts enter_into the management
‘of any single Defense program. Complex accounting systems can
be useful and necessary, but they can also hawe unfortunate
dysfunctional effects For instance, often a manager is not
aware of the full costs of his de0151ons ‘s1mply because he is -
unable to qet a clear plcture of where to 1ocate’all the costs,

or of the 1nterrelatlonshlos among cost elements.

Anyone who ‘has grappled with the problems of reduc1ng the costs

of support, for example, cannot help being aware of these
problems.
Thus, the comptroller must become a more actiwe playeriin
- the management function. He also must direct more attentlon

~to carefully and w1sely structurlng hlS accounts w1th dec131on_u'§
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apples and oranges relevant, but also the caution of keeplng, I

A

the apple together with its skin aad core. I would suggest

that a review of our financial accounts w1th de01s1on'mak1ng
foremost in mind is in order today. S

A third problem area is our frequent failnreutoremphasize
accurate forecasts of key flnanclal data. iThe forecastlng -
done is often the simplest sort of extrapolatlon 1t does
not take advantage of the powerful statlstlcal technlques thatfv
‘are avallable today.‘ A manager, operatlng as he does 1n an . -
environment of uncertalnty, depends heav1ly on such. forecasts
belng accurate enough to alert him to upcomlng problems LA -

-ease T in p01nt relates to the impact of the Allvvolunteer Forxce

on the MPN aeéohnts._ Clearly the changing'personnel structure

e

/

.that/would result from haVJ.ng a greater percentage of careex

P

’/

,ellmlnlbzon of the draft was predlcted to lead to a mllltar

personnel shouré have an impact on the MPN . accounts. The _[§§9

comprised of older 1nd1v1duals,vones with greater/famlly

i respon31brlit;es. Obvlously these types of 1nd1v1duals would

[ - g ety ¢ e e e RER e

S g qain g e =

reqﬁire dlfferent hous1ng, food, and mov1ng allowances than f.ff
did the young,'unmarrled short—term draft 1nduced 1nd1v1dual..pl-j--

When we went tO the AVF: only anadequate data was. avallable

to help forecast these changes. This lack caused

- T T TR T e gy e e
ma’jor problems 1n both plannlng and budgetlng_] R _'A:a.i‘i“‘j._
"The fourth problem I percelve ‘that requlres the actlveg_'ﬁ ‘

cooperatlon ‘of the comptroller and managexr relates to.dev1sing;¢ig'r
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performance measures. These can give correct incentives to

a manager and to his orgaﬁization. Too often, decision makers
respond to variables that can be quantified rather than those
that are important. Too often they answer to measures of short-
term performance rather than long-term. . Also, all.too often,
thevmanager responds onlyhfo the measures reiating to his own
part of the organization, and not to ones of wider importance.
It is imperative that performance measures be derived.%ﬁé%%

s
. . . . i A
focus on our true organizational objectives, & go beyond

the particular office the manager is in, and 'fw@%%ok past
his term in that billet.

One simple example of problems like these can be found.
in our.various inventory management accounts. In some cases,
existing incentives induce a supply manager to scrap a component,
and buy a new one{for which his own accounts are not charged, .

rather than fix the component by buying the cheaper bits-and-

pieces which are needed,but for which his accounts are charged.

Even more damaging are.the problems.created by incompatabilities
of incentives. A design manager will worry about the procure-
ment cost of his product. He will seldom think of the financial
impact of his,aecisions on the inventory and maintenance
ﬁanagers, let aloné‘on operational readinesé. Those are bﬁt

two examples; I am sure you can all think of more. Now T
believe ﬁhat we all understand the problem, but I do not claim to f
know the solution. This is the major challenge I would like
to leave with you today. How can you as comptrolleré‘help to
iprovidevincentives toward efficient behavior? How can you
define and exercise your role to focus on the achievement of
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our organizational goals rather than solely on day-to-day
error avoidance? To do this you will certainly have to step
beyond the traditional accounting role of the comptroller.

In sum, the four critical problems I have suggested to
you are; wmm over—emphasis by both managers and comptrollers'on'
liability, failure to structure accounts for deeision making,
poor financial forecasting, end improperly structured}incentives.

At the Naval War College, we are attempting to help in

these problem areas. How do we do this? Two years ago, we

made some rather sweeping changes in the curriculum. One of
the new-courses we instituted is entitled "Defense Economics .
and Decision Making." Treditiohally, the course had'been centered
on giving the students a broad picture of the world of inter-
national relations. There was a long overdue need to teach
these officers how to translate broad policy into specific
decisions on alloeating resources.

Thus, we increased this portion of the curriculum significant—

v .
ly. Ou$ objective here-is to turn out managers:who will under-

srand the %f%
| of utilizing every tool whlch comptroller

W

trollers<
/giﬁzgstems analysts or anyone else“has available.

It is truly surprising how nalve our average student 1s aboetf§§

fﬁzzzgzgh making at this level.

Mind you, they are an exceptional lot with 8 to 18 years of

~

service.

ﬁﬁﬁgé?aThey are top quality representatives from each of our services

>° 2

including the Coast Guard. We also have representatlves of

7 ' :
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corresponding gradegfrom the civilian components of the Defense

department. Each year, there are approximately 465 students

enrolled.

5%;3; = It is also surprising to me the number who think major
.‘xvres ource d

) are black and whlte
A I should not be surprlsed After all, most of our students

come from the operatiigggg
F.’

orces, where decisions are rlght or wrong.(é

ey 00 SeRnons ¢

All decisions of this type must be expressed with

e

an air of authority; .there can be no ambiguity.

The key to our approach is to recognlze how much uncertalntg%

i e T
=i

Xists in the dec131on maklng process, even in t

o7 D he Secieion making precess, eyen in theg

' Ccosts provn.ded by a comptroller@)

D
e

he measures of output prov1ded by your analys

(iii:ﬁgroad objectives of a strateglsts, etc.

How do we do thlszﬁ;@éfgig

e - T e

KWe have d1v1ded the Economlcs course 1nto three phasesjgg

Flrst the students look at the broad strategzgé_

@iﬁeiask- are we fulfllllng them’ If not is~it§§

@iEEE*ES#;oor allocatlon of resources’ We hust§§§

éjgﬂow where we are supposed to be headed if wef§:>

T Supposed to be headed, if we<

ppmm———— —

Care to measure progress CQ S

gﬁzzz;djiwe concentrate on how we make decisionseg

€ on resource allocation.

8
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We strive to make the student appreciate the problem oﬁ<§

(ﬁrtabllshlng alternatlves, then welghlng them eiiiij

et e RS S SE——

&ﬁgiizgﬁg”dec151oﬁé?f> ‘ o
NIn doing this, we give them a good dose of quantitative technf@&§s.

Our approach to quantitative methods is to develop the

student's abilities as a customer for analysis rather than

as a practitioner. We expose him to the concepts and principles
of micro-economics and decision theory, but from the viewpoint
of developing his ability first to structure a management pro-

blem for analysis, and second to interpret the results presented

to him by an analyst. We emphasize the utility of this form

-

of analysis in providing an intellectual framework for addressing
difficult problems, but caution against over-enthusiasm for
analyses which are exclusively quantitative.

hird and finally, we emphasize that the greatest

decision ever made is of no value if we cannot get'

it carried out, if we cannot follow itvthrough to.
implementation. We teach that major Defense decisions
/ must reflect political reality if»they are to be

h implemented; that they must also reflect the nature

“ of the bureaucratic system in which we operate; and

\ that they must be cognizant of a viable reletionship

with industry.@'

In short,”tﬁere's no value in making a rational and optimal

decisionés, '
Cﬁjf;Ziécannot get Congress to prov1de the funds 9:%5

<€§§:;§§11c to support you,e%ib

=

N
1f you cannot get your own bureaucracy to carry out

Appmclﬁgég%osloems CIA-RDP80B01554R003700280001-5
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and if you cannot get industry to produce at a price
near your estimate and on schedule.

How do we walk our students through this process? Primarily
by making them work through it for éhemsélves. We avoid spoon;
feeding it to them in lectures.- We do have formal classroom
instruction in quantitativé methods and in the theory of . |

organizational behavior. The core of the course, however, is

case studies of major defense decisions. Here the student is

basically on his own. We givé‘him a lot of reading to do,

some of it theory, some of it factual. He then must work out
his own solutions. He has specific homework assignments; he

is grilled in his seminar meetings; and he has written examina- .
tions where he must present solutions to hypothetical case
problems. To the maximum extent possible, we design our case
studies to have all the ﬁessiness, all the multipiiéity of al-

ternatives, and all of the interacting influences which a real

- manager faces in any decision of consequence. JIn short, we . view

our case studies as an apprenticeship in Pecision making for

our studeEEEjéi

“As I am sure many of you who have been exposed to'the
case study method will realize, we have an insétiable continuing
need for fresh case materials and I would appreciate any materials
that you may have in your files. - |
In the end, we hope that this part of our War College course
will make the étudents\better able to approach the kind of problems

that you face daily. They will not be up to speed on all of
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the latest procedures or jargon of PPRBS. They will not have

reviewed many of the current issues being discussed here in

Washington or elsewhere. That would be training not education,
and of bnly short term benefit. We do believe that they will
be well equipped to pick up the jargon and the details of
éurrent problems when they get to future assignmentiyand then
can march off in a sensible mahner. In short, we are playlng
for the longer term by developing habits of thlnklng rather
than filling students with facts and data.

Part of all this, we hope, will be a recognition of the-
importance of an active partnership between the manager and

the comptroller. We want the students to see that only by

having the correct financial inputs can the manager accomplish

. the trade=offs essential to his decision making. It should

be clear to them as prospective managers that it is the
comptroller who is best able to provide many of the inputs.
The studgn;s must recognize that top managers must turn to their

comptroller in selecting theﬁ%}y pieces of management control

‘data which they require; for providing the tight cost data to

be used in making trade-offs; for providing good forecasfs/ﬁa
relevant to the problems raised and the options open; and for
devising and monitoring incentives relevant to the program being
managed. | .

This, then, is the partnership that I view as a necessity

in the evolution of our defense organization. The manager

11
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must include the comptroller as an important part of his
decision and cbntroi team. The comptroller must expand his
responsibilities beyond concentrating'on'past;accountability
In this way, I believe, we can achieve the type-of decision

making that is necessary in our military establishment today.

12
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THE MANAGER AND COMPTROLLER:- A NECESSARY PARTNERSHIP

WHEN I FIRST RECEIVED YOUR INVITATION TO SPEAK HERE
TODAY, I MUST ADMIT THAT [ WAS TEMPTED TO DECLINE. THE
WORLD OF THE COMPTROLLER IS ONE THAT | HAVE VIEWED ONLY FROM
AFAR. LIKE MANY LINE OFFICERS, 1 DO NOT PRETEND TO HAVE
ANY GREAT DEPTH OF UNDERSTANDING OF HOW YOU ACCOMPLISH YOUR
JOB. |

As 1 THOUGHT OVER YOUR PROPOSAL. HOWEVER, | CAME TO
FEEL THAT WE HAVE SOMETHING OF IMPORTANCE TO SAY TO ONE
ANOTHER. [ WAS INVOLVED FOR SOME YEARS HERE IN WASHINGTON

IN THE WORLD OF THE "DEFENSE PROGRAMS, BOTH AS DIRECTOR OF THE
NAYY S SYSTEMS ANALYSIS DIVISION»AND BEFORE THAT IN THE OFFICE
ofF 0SD SysTEMS ANALYSIS.

DURING THAT TIME, | WAS ALWAYS CONSCIOUS OF THE FACT
THAT WHILE WE WERE ATTEMPTING TO DEAL WITH THE LARGE
AGGREGATES OF THE PROGRAM, CONDUCTING TRADE-OFFS AND EVALUAT-
ING COST-EFFECTIVENESS, ANOTHER GROUP WAS SIMULTANEOUSLY
MOVING FORWARD WITH THE BUDGET. STRANGELY, I PERCEIVED
THAT NEITHER GROUP COMMUNICATED VERY OFTEN WITH THE OTHER,
AND, WHEN THEY DID, THE IMMENSE DIFFERENCES IN THEIR FRAMES
OF REFERENCES, VOCABULARIES. AND DATA BASES MADE MEANINGFUL
COMMUNICATION NEARLY IMPOSSIBLE.

THIS LED ME TO REFLECT ON THE ROLE OF THE COMPTROLLER
[N DEFENSE MANAGEMENT BECAUSE OF THE ANALOGY BETWEEN THE
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RELATIONSHIP OF THE COMPTROLLER TO THE MANAGER AND THAT OF
THE BUDGETEER AND THE PROGRAMMER, LET ME EXPLORE THE DIF-
FERENCES | PERCEIVED IN THE ROLES OF THE PROGRAMMER AND
BUDGETEER A BIT FURTHER, IN THE PROGRAMMING wORLb)on
FOCUS WAS ON OUTPUT--THE ULTIMATE MISSION EFFECTIVENESS
e ——— e et e

OF SYSTEMS. THE BUDGETEER WAS CONCERNED WITH INPUTS--THE VARIOUS
BITS AND PIECES THAT ADDED UP TO AN APPROPRIATION. PROGRAMMERS
DEAL IN LARGE AGGREGATES OF RESOURCES: THE BUDGETEER DEAL IN

MICRO-DETAIL. MosT IMPORTANTLY, THE PROGRAMMER S THINKING WAS
ON THE FUTURE., WHILE THE BUDGETEER LOOKED CONSTANTLY T0

THE PAST FOR HIS COST DATA AND HIS PERFORMANCE DATA. EVEN
HIS EVALUATION OF A BUDGET WAS ALMOST TOTALLY BASED ON THE
DEGREE TO WHICH IT DEVIATED FROM THAT OF A PREVIOUS YEAR.
THESE SAME DIFFERENCES EXIST, | BELIEVE, IN THE ORIENTATIONS
OF THE MANAGER AND THE COMPTROLLER.

THIS BRINGS ME TO THE CENTRAL POINT [’D LIKE TO MAKE
TODAY: THE NAVY CAN NO LONGER AFFORD TO PAY THE PENALTIES

CAUSED BY AN INSUFFICIENT INTERCHANGE BETWEEN THEESE TWO
IMPORTANT ELEMENTS OF ITS MANAGEMENT STRUCTURE. SPECIFICALLY.
THE COMPTROLLER SHOULD BE, AND PROBABLY IS, THE PERSON BEST

AWARE OF THE DATA THAT IS RELEVANT TO MAKING DECISIONS THAT
ARE FUTURE ORIENTED, AND THE MANAGER WHO DOES NOT EMPLOY
THIS DATA TO THE FULLEST POSSIBLE EXTENT IS PROBABLY FORCED
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INTO MAKING DECISIONS OF UNNECESSARILY LOW QUALITY. THUS.
MY THESIS IS THAT THE MANAGER AND COMPTROLLER MUST JOINTLY
DEVELOP INFORMATION STRUCTURES WHICH WILL FACILITATE
DECISTON MAKING IN THEIR PARTICULAR ORGANIZATION,
IMPROVING THE QUALITY OF OUR DECISIONS IS ESPECIALLY
IMPORTANT TODAY; THE PAST SEVERAL YEARS HAVE BEEN ONES OF
REDUCED PURCHASING POWER AND DRAMATIC REDUCTIONS IN NAVAL

FORCES, THE CONTINUING GROWTH IN THE COST OF BOTH MANPOWER
AND WEAPONS SYSTEMS, AS WELL AS THE INCREASING TECHNICAL AND

POLITICAL COMPLEXITY OF OUR OPERATING ENVIRONMENTS. SUGGESTS

VTHAT THESE PRESSURES ARE ONES WfTH WHICH WE WILL HAVE TO LEARN
TO LIVE. IT IS; I BELIEVE; IN TIMES OF DECLINING REAL RESOURCES
THAT EFFECTIVE MANAGEMENT DECISION MAKING IS OF UTMOST IMPORTANCE,
To BORROW A PHRASE FROM THE ORGANIZATIONAL THEORISTS, SUCH

PERIODS AS TODAY ARE THE ONES IN WHICH ORGANIZATIONAL SLACK--
THOSE INEFFICIENCIES AND FRILLS THAT GROW IN A LARGE ORGANIZATION
DURING TIMES OF PROSPERITY--MUST BE ELIMINATED., ANY SHORT-
COMINGS IN THE MANAGER/COMPTROLLER PARTNERSHIP REPRESENT TO

ME A SIGNIFICANT COMPONENT OF ORGANIZATIONAL SLACK,

THERE ARE A NUMBER OF REASONS WHY THIS PARTNERSHIP IN
PLANNING HAS NOT BEEN FULLY REALIZED. I RAISE THEM NOT IN

'CRITICISM OF THE COMPTROLLER OR OF THE MANAGER. BUT RATHER TO
SUGGEST NECESSARY DIRECTIONS FOR CHANGE. IN FACT, IF ANY
3
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FAULT IS TO BE ASSIGNED, A LARGE SHARE MUST GO TO THE MANAGER
WHO FAILS TO UNDERSTAND AND DEVELOP THE ASSISTANCE AVAILABLE
TO HIM FROM THE COMPTROLLER. A FIRST PROBLEM STEMS FROM THE
FACT THAT THE EMPHASIS OF ACCOUNTING DATA HAS BEEN PRIMARILY
ON LIABILITY, THE RECENT DIFFICULTIES. THE NAVY HAS HAD WITH
I1Ts MPN ACCOUNT WITH WHICH WE ARE ALL FAMILIAR, FOR EXAMPLE,
HAVE ADDED TO THIS EMPHASIS ON THE PAST. THE MILITARY LINE
MANAGER ALL TOO OFTEN ASKS ONLY THAT HIS COMPTROLLER KEEP

HIM OUT OF TROUBLE.

As A RESULT OF THIS EMPHASIS ON LIABILITY. MANAGEMENT
CONTROL AND PLANNING IS FREQUENTLY RELEGATED TO A SECONDARY
ROLE. THOSE FEW ELEMENTS OF DATA THAT A TOP MANAGER SHOULD SEE
ARE NOT CAREFULLY CHOSEN, I[N PART THIS IS BECAUSE NEITHER THE
MANAGER NOR THE COMPTROLLER HAVE DETERMINED WHAT THEY ARE.
MORE OFTEN IT IS DUE TO THE FACT THAT BOTH ARE ORIENTED

TOWARDS AN OVERKILL PRESENTATION OF DATA TO INSURE THAT
NOTHING IS MISSING. UNFORTUNATELY., WHAT FREQUENTLY ENDS
UP MISSING IS THE MANAGER'S ABILITY TO SPOT POTENTIAL PROB-

e

" LEMS REQUIRING CORRECTIVE ACTION. COMPUTERIZATION HAS, OF
COURSE, ADDED TO THIS PROBLEM: JUST BECAUSE WE CAN NOW

MANIPULATE AND PRESENT VAST QUANTITIES OF DATA, WE DO.
WHETHER WE CAN UTILIZE THE DATA OR NOT.

A SECOND PROBLEM 1S THAT THE COMPTROLLER DOES NOT
BECOME SUFFICIENTLY INVOLVED IN THE TRADE-OFF DECISIONS

THE MANAGER MUST MAKE . THE COMPLEX ACCOUNTING SYSTEMS NOW USED
THROUGHOUT DOD HAVE MANY SEPARATE ACCOUNTS THAT ENTER INTO THE
MANAGEMENT OF ANY SINGLE PROGRAM, COMPLEX ACCOUNTING SYSTEMS
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ARE USEFUL AND NECESSARY IN SOME WAYS, BUT HAVE UNFORTUNATE
DISFUNCTIONAL ASPECTS AS WELL. OFTEN THE MANAGER 1S UNAWARE

OF THE FULL COSTS OF HIS DECISIONS BECAUSE IMPORTANT COMPONENTS
REMAIN INVISIBLE TO HIM IN ACCOUNTS HE IS NEITHER AWARE OF NOR
RESPONSIBLE FOR. SIMILARLY, POTENTIALLY USEFUL AREAS FOR
ANALYSIS ARE OFTEN OVERLOOKED BECAUSE THE MANAGER IS UNABLE

TO GET A CLEAR PICTURE OF WHERE ALL THE COSTS ARE OR OF WHAT

THE INTERRELATIONSHIPS BETWEEN PROGRAM ELEMENTS ARE. ANYONE
wHO HAS. GRAPPLED NITH THE PROBLEMS OF REDUCING SUPPORT FORCES,
FOR EXAMPLE, CANNOT HELP BEING AWARE OF THESE PROBLEMS., IT

IS VIRTUALLY IMPOSSIBLE TO ENVISION TRADE- OFFS OF THE TYPE WE
TEACH AT THE WAR COLLEGE BEING MADE BY A DECISION MAKER UNAWARE
OF THE COSTS ASSOCIATED WITH THE VARIOUS ALTERNATIVES.

THUS THE COMPTROLLER MUST BECOME MORE ACTIVE PLAYER IN
THE MANAGEMENT FUNCTION. IN ADDITION, IT SEEMS VITAL TO ME
THAT HE DIRECT MORE ATTENTION TO CAREFULLY AND WISELY

STRUCTURING HIS ACCOUNTS WITH SUCH DECISION-MAKING IN
MIND, NOT ONLY IS THE oLD CAUTION ABOUT NOT MIXING APPLES

AND ORANGES RELEVANT, BUT ALSO THE CAUTION TO KEEP THE APPLE

TOGETHER WITH ITS SKIN AND CORE SEEMS IMPORTANT. I WOULD
SUGGEST FHAT A REVIEW OF OUR FINANCIAL ACCOUNTS WITH
DECISION-MAKING FOREMOST IN MIND IS IN ORDER.
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A THIRD.PRbBLEM AREA IS OUR FREQUENT FAILURE TO EMPHASiZE
ACCURATE FORECASTS OF KEY FfNANCIAL DATAG WHAT FORECASTING IS
DONE IS USUALLY OF THE SIMPLEST FORM OF EXTRAPOLATION AND DOES
NOT RELY ON THE VARIOUS TYPES OF STATISTICAL TECHNIQUES THAT ARE
AVAILABLE. A MANAGER; OPERATING AS HE DOES IN/AN ENVIRONMENT OF
UNCERTAINTY. DEPENDS HEAVILY ON SUCH FORECASTS BEING OF SUFFICIENT
QUALITY TO ALERT HIM TO UPCOMING PROBLEMS. A CASE IN POINT RELATES

70 THE IMPACT OF THE AVF oN THE MPN ACCOUNTS. CLEARLY THE
CHANGING FORCE STRUCTURE AND THE CHANGED EMPHASIS TOWARDS
CAREER ENLISTED PERSONNEL WOULD BOTH IMPACT ON SUCH FINANCIAL
ACCOUNTS AS MPN.  To TAKE A SIMPLE EXAMPLE, THE ELIMINATION
OF THE DRAFT WAS UNIVERSALLY PREDICTED TO LEAD TO A SERVICE
COMPRISED OF OLDER INDIVIDUALS, ONES WITH GREATER FAMILY
RESPONSIBILITIES, OBVIOUSLY THESE TYPES OF INDIVIDUALS WOULD
REQUIRE DIFFERENT TYPES OF HOUSING, FOOD, MOVING, AND
ALLOWANCES THAN DID THE YOUNG. UNMARRIED SHORT-TERM DRAFT
INDUCED INDIVIDUAL. BUT NO DATA WAS READILY AVAILABLE TO
HELP ACCURATELY FORECAST THESE CHANGES., AND ITS LACK CAUSED
MAJOR PROBLEMS IN BOTH PLANNING AND BUDGETING. EVEN FURTHER.

THE EMPHASIS ON LIABILITY AND ERROR AVOIDANCE THAT 1 MENTIONED
EARLIER SUGGESTS A NEED FOR ACCURATE FORECASTS THAT DO TAKE INTO
ACCOUNT SUCH KEY VARIABLES. THE PLANNING AND BUDGETING PROCESS.
CAREFULLY COMPLETED, CAN MAKE LATER FINANCIAL CONTROL MORE WHAT
[T WAS INTENDED TO BE AND LESS OF AN ATTEMPT TO KEEP CONGRESS
AND THE GAO OFF YOUR BACK.

R b
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THE FOURTH PROBLEM [ PERCEIVE THAT REQUIRES THE ACTIVE

COOPERATION OF THE COMPTROLLER AND MANAGER RELATES TO THE
CHALLENGE OF DEVISING PERFORMANCE MEASURES THAT GIVE CORRECT
INCENTIVES TO A MANAGER AND HIS ORGANIZATION; Too OFTEN,

DECISION MAKERS RESPOND TO VARIABLES THAT CAN BE QUANTIFIFIED
RATHER THAN THOSE THAT ARE IMPORTANT AND TO MEASURE OF SHORT-
TERM PERFORMANCE RATHER THAN LONG-TERM, ALSO ALL TOO OFTEN,
THE MANAGER RESPONDS ONLY TO THE MEASURES RELATING TO HIS

OWN ORGANIZATION, AND NOT TO ONES OF WIDER IMPORTANCE.
[T 1S IMPERATIVE THAT PERFORMANCE MEASURES BE DERIVED THAT

FOCUS ON OUR TRUE ORGANIZATIONAL OBJECTIVES, THAT GO BEYOND
THE PARTICULAR OFFICE THE MANAGER IS IN., AND THAT GO BEYOND
HIS TERM IN THAT BILLET. A SIMPLE EXAMPLE OF PROBLEMS LIKE
THESE CAN BE FOUND IN OUR VARIOUS INVENTORY MANAGEMENT
ACCOUNTS, IN SOME CASES, EXISTING INCENTIVES INDUCE A
SUPPLY MANAGER TO SCRAP A COMPONENT AND BUY A NEW ONE, FOR
WHICH HIS OWN ACCOUNTS ARE NOT CHARGED, RATHER THAN BUY THE
CHEAPER BITS-AND-PIECES NEEDED TO FIX IT, FOR WHICH HIS
ACCOUNTS ARE CHARGED. EVEN MORE DAMAGING ARE THE PROBLEMS
CREATED BY THE INCOMPATABILITY OF INCENTIVES. THE DESIGN
MANAGER HAS HIS OWN FUNDING PROBLEMS TO WORRY ABOUT AND
PROBABLY SELDOM THINKS OF THE FINANCIAL IMPACT AS WELL AS
THE IMPACT ON READINESS, OF HIS DECISIONS ON THE INVENTORY
AND MAINTENANCE MANAGER. THE SOLUTION TO SUCH PROBLEMS
AGAIN REQUIRES THAT WE STEP BEYOND THE TRADITIONAL ACCOUNTING
ROLE OF THE COMPTROLLER.

. , v
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THE FOUR CHALLENGES | HAVE PRESENTED TO YOU AS COMP-
TROLLERS ARE FOUR THAT WE PRESENT TO OUR STUDENTS IN THE
DerFense Economics AND Decision MAaking Course AT THE NAVAL
WAR COLLEGE. THIS COURSE FOCUSES ON THE PROBLEMS ASSOCIATED
WITH THE ALLOCATION OF OUR LIMITED NATIONAL RESOURCES TO
DEFENSE PROGRAMS IN A MANNER CONSISTENT WITH OUR NATIONAL
GOALS AND STRATEGY., WE ATTEMPT TO PREPARE THE MILITARY
MANAGER TO DEAL WITH THE VARIOUS TYPES OF RESOURCE ALLOCATION
PROBLEMS THAT HE WILL BE CONFRONTED WITH AS HE ADVANCES TO
SENIOR DECISION-MAKING POSITIONS. OUR OBJECTIVES ARE TO
ASSIST THE MANAGER IN DEVELOPING TOOLS IN THREE PRINCIPAL
AREAS: PROBLEM DEFINITION, DECISION MAKING., AND IMPLEMENTA-
TION. WE ADDRESS THE OBJECTIVES AND MISSIONS OF THE NAVY IN
THE CONTEXT OF BROAD MILITARY STRATEGY IN ORDER TO DEVELOP
THE MANAGER'S ABILITY TO LOCATE AREAS IN WHICH THESE GOALS ARE
NOT BEING MET., AS WELL AS TO DEVELOP HIS SKILL IN ASCERTAINING
THE REASONS BEHIND SUCH FAILINGS. THE PROCESS OF RATIONAL
CHOICE AMONG THE ALTERNATIVE WAYS OF ACCOMPLISHING OUR MISSIONS
AND OBJECTIVES IS GIVEN HEAVY EMPHASIS IN THE COURSE. FINALLY,
WE EXAMINE THE WAYS IN WHICH ORGANIZATIONAL STRUCTURE AND
CONTROL CAN ASSIST THE DEFENSE MANAGER IN MAKING AND IMPLEMENT-
ING DECISIONS.

To THIS POINT | HAVE ADDRESSED THE COMPTROLLER MANAGER
RELATIONSHIP AS | SEe 1T. Now LET ME ELABORATE SOMEWHAT ON

3
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THE ROLE OF THE MILITARY OFFICER AS DEFENSE MANAGER AND ON
THE PROGRAM WE HAVE DEVELOPED AT THE WAR COLLEGE TO IMPART
THE SKILLS NEEDED TO EFFECTIVELY DISCHARGE THAT ROLE;

THE COURSE IS TRULY MULTI-DISCIPLINARY AND | THINK WE
HAVE BEEN MORE SUCCESSFUL IN ACHIEVING A BLEND OF ACADEMIC
DISCIPLINES THAN HAVE THE MORE TRADITIONAL INSTITUTIONs;
WITHIN OUR MANAGEMENT DEPARTMENT WE HAVE PROFESSIONALS IN
THE FIELDS OF ECONOMICS., OPERATIONS RESEARCH., PSYCHOLOGY)
ORGANIZATION THEORY AND POLITICAL SCIENCE. WE TEACH SYSTEMS
ANALYSIS AND THE USES OF QUANTITATIVE METHODS IN DEFENSE
PROBLEMS BUT WE ALSO EMPHASIZE THAT MAJOR DEFENSE DECISIONS
TYPICALLY INVOLVE MORE THAN THE PURELY QUANTITATIVE. THEY
MUST ALSO REFLECT POLITICAL REALITY AND IF THEY ARE TO BE
IMPLEMENTED THEY MUST REFLECT THE NATURE OF THE BUREAUCRATIC
SYSTEM WITHIN WHICH WE LIVE. A SUCCESSFUL MILITARY MANAGER
MUST UNDERSTAND THE INCENTIVE STRUCTURE OF HIS ORGANIZATION
AND OF THOSE WITH WHOM HE WILL INTERACT BOTH IN GOVERNMENT
AND IN INDUSTRY.

THE STRUCTURE OF THE COURSE 1S ALSO | BELIEVE UNIQUE
THOUGH | UNDERSTAND A SIMILAR APPROACH IS BEING DEVELOPED
AT THE UNIVERSITY OF MICHIGAN., THE STUDENT IS EXPOSED TO
THREE SIMULTANEOUS STREAMS OF INSTRUCTION., HE RECEIVES
FORMAL CLASSROOM INSTRUCTION IN QUANTITATIVE METHODS AND IN
THEORY OF ORGANIZATIONAL BEHAVIOR AND IN SEMINAR ENGAGES IN

A SERIES OF CASE STUDIES RELATING TO MAJOR DEFENSE DECISIONS.
9
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OUR APPROACH TO QUANTITATIVE METHODS IS TO DEVELOP THE
STUDENT'S ABILITIES AS A CUSTOMER FOR ANALYSIS RATHER THAN
AS A PRACTITIONER. WE EXPOSE HIM TO THE CONCEPTS AND PRINCIPLES
OF MICRO-ECONOMICS AND DECISION THEORY BUT FROM THE VIEWPOINT
OF DEVELOPING HIS ABILITY TO STRUCTURE A MANAGEMENT PROBLEM
FOR ANALYSIS AND INTERPRETING THE RESULTS PRESENTED TO HIM
BY THE ANALYST. WE EMPHASIZE THE UTILITY OF THIS FORM OF
ANALYSIS IN PROVIDING AN INTELLECTUAL FRAMEWORK FOR ADDRESSING
DIFFICULT PROBLEMS BUT CAUTION AGAINST OVER-ENTHUSIASM FOR
ANALYSES WHICH ARE EXCLUSIVELY QUANTITATIVE.

IN OUR COURSE IN ORGANIZATIONAL BEHAVIOR THE APPROACH
IS AGAIN PRAGMATIC. WE WANT OUR STUDENTS TO DEVELOP AN
AWARENESS AND UNDERSTANDING OF THE HUMAN FACTOR IN THE MANAGE-
MENT EQUATION BUT FROM THE POINT OF VIEW OF GETTING THINGS
DONE. WE TEACH THE MODERN VIEW OF GOALS INCENTIVES AND
PERCEPTIONS OF PEOPLE IN LARGE ORGANIZATIONS WITH A VIEW TO
DEVELOPING SKILL IN CAUSING A BUREAUCRACY SUCH AS OURS TO
RESPOND AS WE WOULD WISH IT TO IN EXECUTING OUR PROGRAMS,

IN OUR CASE STUDIES WE TRY TO BRING IT ALL TOGETHER;
OUR CASES ALL ADDRESS MAJOR MANAGERIAL DECISIONS, THEY ARE
NOT DESIGNED MERELY AS EXAMPLES OF THE APPLICATION OF THEORY
OR CANNED HOMEWORK PROBLEMS. THEY DO PROVIDE AN OPPORTUNITY
FOR THE STUDENT TO DRAW ON MATERIALS FROM HIS OTHER COURSES
BUT THEY ARE STRUCTURED SO THAT THIS CAN ONLY TAKE HIM PART

WAY HOME. IN SHORT TO THE MAXIMUM EXTENT POSSIBLE WE DESIGN
10
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CASES WHICH HAVE ALL OF THE MESSINESS AND MULTIPLICITY OF
ALTERNATIVES AND INTERACTING INFLUENCES WHICH A REAL MANAGER
FACES IN ANY DECISION OF CONSEQUENCE. IN SHORT., WE VIEW
OUR CASE STUDIES AS AN APPRENTICESHIP IN DECISION MAKING
FOR OUR STUDENTS,

As [ AM SURE MANY OF YOU WHO HAVE BEEN EXPOSED TO THE
CASE STUDY METHOD WILL REALIZE WE HAVE AN INSATIABLE CONTINUING
NEED FOR FRESH CASE MATERIALS AND | WOULD APPRECIATE ANY
MATERIALS THAT YOU MAY HAVE IN YOUR FILES.

Now IT IS A TRUISM OF TEACHING THAT THE TEACHER LEARNS
MORE THAN THE STUDENT. [N DESIGNING OUR COURSE AND IN
EXPOSING OUR IDEAS TO FOUR CLASSES OF INTELLECTUALLY AGGRESSIVE
AND DEMANDING STUDENTS WE HAVE BEEN FORCED TO THINK THROUGH
THE PROBLEMS OF DEFENSE MANAGEMENT WITH MORE RIGOR AND IN
GREATER DEPTH THAN WE EVER HAVE THE OPPORTUNITY TO DO WHEN
WE HAVE LINE MANAGEMENT RESPONSIBILITIES. [ HAVE COME TO
THE CONCLUSION AFTER THESE TWO YEARS THAT THERE IS ONE VITAL
AREA OF MANAGEMENT WHICH WE HAVE OVERLOOKED OR INSUFFICIENTLY
ADDRESSED IN THE PAST AND WHICH WE MUST COME TO GRIPS WITH
IF WE ARE TO BECOME EFFECTIVE MANAGERS IN THE FUTURE. THAT
AREA 1S THE INCENTIVE STRUCTURE WE HAVE BUILT INTO OUR SYSTEM
AND IT APPLIES EQUALLY TO THE MILITARY AND TO THE CIVILIAN
COMPONENTS OF OUR SERVICE.,

THINK OF ANY OF OUR PRACTICES THAT DO NOT SEEM TO MAKE
SENSE AND THEN ASK YOURSELF, WHAT WAS THE INCENTIVE OF THE

MAN IN CHARGE?
11
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WHY DO WE DESIGN A NEW RADIO FOR EVERY NEW AIRCRAFT WE
PROCURE? IS 1T BECAUSE WE NEED IT OR ARE WE REWARDING OUR
RADIO DESIGNERS WHENEVER THEY CAUSE US TO BUY A NEW DESIGN?

WHY IS IT WE SO OFTEN SACRIFICE RELIABILITY AND MAINTAIN-
ABILITY OF NEW SYSTEMS IN ORDER TO MEET FLEET INTRODUCTION
SCHEDULES? CouLD IT BE BECAUSE WE REWARD AND PROMOTE OUR
PROJECT MANAGERS FOR MEETING SUCH SCHEDULES BUT DO NOT HOLD
THEM ACCOUNTABLE FOR SUBSEQUENT READINESS,

THOSE ARE BUT TWO EXAMPLES AND [ AM SURE YOU CAN ALL
THINK OF MORE, Now I BELIEVE THAT WE UNDERSTAND THE PROBLEM
BUT I DO NOT CLAIM TO KNOW THE SOLUTION. THIS IS THE MAJOR
CHALLENGE | WOULD LIKE TO LEAVE WITH YOU TODAY. How CAN You
AS COMPTROLLERS ACT SO AS TO PROVIDE INCENTIVES TOWARDS
EFFICIENT BEHAVIOR? HOW CAN YOU DEFINE AND EXERCISE YOUR ROLE
SO AS TO FOCUS MORE ON THE ACHIEVEMENT OF OUR ORGANIZATIONAL
GOALS RATHER THAN SOLELY ON DAY-TO-DAY ERROR AVOIDANCE.

FINALLY, | HOPE THAT OUR TEACHING AT THE WAR COLLEGE WILL
ACCENT TO OUR STUDENTS THE IMPORTANCE OF AN ACTIVE PARTNERSHIP
BETWEEN THE MANAGER AND THE COMPTROLLER., WE WANT THEM TO SEE
THAT ONLY BY HAVING THE CORRECT FINANCIAL INPUTS CAN THE
MANAGER ACCOMPLISH HIS FUNCTION, WE DO REVIEW WITH THEM THE
INCREASINGLY SOPHISTICATED TECHNIQUES AVAILABLE FOR RESOURCE
MANAGEMENT TODAY. BUT POINT OUT THAT THEY ARE ONLY AS GOOD AS
THE INPUTS TO THEM. [T SHOULD BE CLEAR TO THEM AS PROSPECTIVE

MANAGERS THAT IT IS THE COMPTROLLER WHO IS BEST ABLE T0
12
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PROVIDE MANY OF THESE INPUTS, THEY MUST RECOGNIZE THAT
TOP MANAGERS MUST TURN TO THEIR COMPTROLLER IN SELECTING
THE KEY PIECES OF MANAGEMENT CONTROL DATA WHICH HE REQUIRES:
AND FOR PROVIDING THE RIGHT COST DATA TO BE USED IN MAKING
TRADE-OFFS; AND FOR PROVIDING GOOD FORECASTS WHICH CAN BE
INTERPRETED IN TERMS OF THE PROBLEMS RAISED AND THE OPTIONS
OPEN; AND FOR DEVISING AND MONITORING PERFORMANCE MEASURES
RELEVANT TO THE PROGRAM BEING MANAGED,

THIS THEN IS THE PARTNERSHIP THAT | VIEW AS A NECES-
SITY IN THE EVOLUTION OF OUR DEFENSE ORGANIZATIONS., THE
MANAGER MUST INCLUDE THE COMPTROLLER AS AN IMPORTANT PART
OF HIS DECISION AND CONTROL TEAM, AND THE COMPTROLLER MUST
EXPAND HIS RESPONSIBILITIES BEYOND CONCENTRATING ON PAST
ACCOUNTABILITY. IN THIS WAY, | BELIEVE, WE CAN ACHIEVE THE
TYPE OF DECISION-MAKING IN THE MILITARY THAT IS NECESSARY
TODAY .,

THANK YOU

13
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IN THE WORLD OF; THE DEFENSE PROGRAMS, BOTH AS DIRECTOR OF THE

NAVY s SYSTEMS ANALYSIS Drvrsxou AND BEFORE THAT IN THE OFFICE
oF 0SD SYSTEMS ANALYSIS.
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RELATIONSHID oF THE COMPTROLLER TO THE MANAGER AND. THAT OF
THE BUPGETCEP AND THE PROGRAMMtR. LET ME EXPLORL THE DIF—
FERENCES I D”RCEIVED IN THE ROLES OF THE PROGRAMMER AND
BUDGETEER A BIT FURTHER.n IN THE DROGRAMMING WORLD,OUR |
Focus WAS N OUTPUT—-THE ULTTMATL MISSION EFF CiIVCNESS

R, U S S S— . e

OF SYST MS. Ht-BUDGETEER MAS CONCERNED WITH I\APUTS—"THE VARIOUS
BITS AND PIECES THAT ADDED UP TO ‘AN APPROPRIATION, PROGRAMMERS
DEAL IN LLARGE AGGREGATES OF RESOURCES, THE BUDGETEER DEAL IN

MICRO-DETAIL. MosT IMPORTAN"!:LY,.THE PROGRAMMER S THINKING WAS

OO

" ON THE FUTURE., WHILE THE BUDGETCER LOOKED CONSTANTLY T0

THE PAST FOR HIS COST DATA AND HIS PERFORMANCE DATA. EVEN
HIS EVALUATION OF A BUDGET WAS ALMOST TOTALLY BASED ON THE
DEGREE TO WHICH IT DEVIATED FROM THAT OF A PREVIOUS YEAR.
THESE SAME DIFFERENCES EXIST, | BELIEVE, IN THE ORIENTATIONS
OF THE MANAGER AND THE COMPTROLLER.

- THIS BRINGS ME TO THE CENTRAL POINT I'D LIKE TO MAKE
'TODAY' THE Navy cAN NO LONGER AFFORD TO PAY THE PENALTIES

e el L i L ot B it e el RPN

"CAUSED BY AN INSUFFICIENT INTERCHANGE BETWEEN THEESE TWO
IMPORTANT ELEMENTS OF ITS MANAGEMENT STRUCTURE. SPECIFICALLY,
THE COMPTROLLER SHOULD BE, AND PROBABLY 1S, THE PERSON BEST

AWARE OF THE DATA THAT IS RELEVANT TO MAKING DECISIONS THAT
ARE FUTURE ORIENTED, AND THE MANAGER WHO DOES NOT EMPLOY
THIS DATA TO THE FULLEST POSSIBLE EXTENT IS PROBABLY FORCED

g . T e e e e o T o ha e - RN i
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INTO MAKING‘DECISIONS OF UNNECESSARILY LOW QUALITY, THUS,
MY THESIS IS THAT THE MANAGER AND COMPTROLLER MUST JOINTLY
DEVELOP INFORMATION STRUCTURES WHICH WILL FACILITATE
DECISION MAKING IN THEIR PARTICULAR ORGANIZATION.
IMPROVING THE QUALITY OF OUR DECISIONS IS ESPECIALLY
IMPORTANT TODAY, THE PAST'SEVERAL YEARS HAVE BEEN -ONES OF
PcDUCED PURCHASING. POWER AND DRAMATIC REDUCTIONS IN NAVAL

e e e o, ot I ey o ey

T T T o e

FORCES.- THE CONTINUING GROWTH IN THE COST OF BOTH MANPOWER
AND WEAPONS SYSTEMS, AS WELL AS THE INCREASING TECHNICAL AND
POLITICAL COMPLEXITY OF OUR OPERATING ENVIRONMEVTS SUGGESTS

[P PSR U i e e T - U

THAT THESE PRESSURES ARE ONES WITH WHICH WE WILL HAVE T0 LEARN

T0 LIVE; IT IS, I BELIEVE/ IN TIMES OF DECLINING REAL RESOURCES
THAT EFFECTIVE MANAGEMENT DECISION MAKING IS OF UTMOST IMPORTANCE,
To BORROW A PHRASE FROM THE ORGANIZATIONAL THEORISTS., SUCH
PERIODS AS TODAY ARE THE ONES IN WHICH ORGANIZATIONAL SLACK--
THOSE INEFFICIENCIES AND FRILLS THAT GROW IN A LARGE ORGANIZATION
DURING TIMES OF PROSPERITY--MUST BE ELIMINATED. ANY SHORT-
COMINGS IN THE MANAGER/COMPTROLLER PARTNERSHIP REPRESENT‘TO

ME A SIGNIFICANT COMPONENT OF ORGANIZATIONAL SLACK.

Gy T R T

e e v e gz ey - e = ot

" THERE ARE. A NUMBER Or REASONS WHY THIS PARTNERSHIP IN s
PLANNING HAS NOT BEEN FULLY REALIZED, = | RAISE THEM NOT IN

..*:'_._«.‘. e = S D

SRS TR/ USVR: S-S L

) CRITICISM OF THE COMPTROLLERHOR bF THE MANAGER, BUT_ RATHER TO i

TR L L R TN T it

SUGGEST NECESSARY DIRECTIONS FOR CHAVGE. IN FACT, IF ANY




"FAULT IS TO- BE ASSIGNED; A LARGE SHARE MUST GO TO THE MAMAGER

TOWARDS AN OVERKILL PRESENTATION OF DATA TO INSURE THAT : |

o el i 5 e 6 i 2o e

-
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WHO FAILS TO UNDERSTAND AND DEVELOP THE ASSISTANCE AVAILABLE
TO HIM FROM THE COMPTROLLER. A FIRST PROBLEM STEMS FROM THE
FACT THAT THE EMPHASIS OF ACCOUNTING DATA HAS BEEN PRIMARILY
ON LIABILITY. THE RECENT DIFFICULTIES, THE NAVY HAS HAD WITH
1Ts VPN ACCOUNT WITH WHLCH WE ARE ALL FAMILIAR, FOR EXAMPLE,
HAVE ADDED TO THIS EMPHASIS ON THE PAST. THE MILITARY LINE
MANAGER ALL TOO OFTEN ASKS ONLY THAT HIS COMPTROLLER KEEP
HIM OUT OF TROUBLE,

As A RESULT OF THIS EMPHASIS ON LIABILITY., MANAGEMENT
CONTROL AND PLANNING IS FREQUENTLY RELEGATED TO A SECONDARY
ROLE, THOSE FEW ELEMENTS OF DATA THAT A TOP MANAGER SHOULD SEE
ARE NOT CAREFULLY CHOSEN. IN PART THIS IS BECAUSE NEITHER THE
MANAGER NOR THE COMPTROLLER HAVE DETERMINED WHAT THEY ARE.
MORE OFTEN IT IS DUE TO THE FACT THAT BOTH ARE ORIENTED

PR

NOTHING IS MISSING. UNFORTUNATELY, WHAT FREQUENTLY ENDS
UP MISSING IS THE MANAGER S ABILITY TO SPOT POTENTIAL PROB'H

e

LEMS REQUIRING CORRECTIVE ACTIOV. COMPUTERIZATION HAS,AOF
COURSE, ADDED TO THIS PROBLEM: JUST BECAUSE WE CAN NOW
MANIPULATE AND PRESENT VAST QUANTITIES OF DATA, WE DO,
WHETHER WE CAN UTILIZE THE DATA OR‘NOT. '

A SECOND PROBLEM 18 THAT THE COMPTROLLER DOES NOT
B:CO“E SUrFICIENTLY INVOLVED IN THE TRADE OFF DECISIONS

RSN, TR PRpURE Ot . e D e e 2 S

THE MANAGER MUST MAKE. THE COMPLEX ACCOUNTING SYSTEMS NOW "USED
THROUGHOUT DOD HAVE MANY SEPARATE ACCOUNTS THAT ENTER INTO THE

MANAGEMENT OF ANY SINGLE PROGRAM. COMPLEX ACCOUNTING SYSTEMS
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“ARE USEFUL AND NECESSARV.INVSOME WAYS, BUT HAVE UNFORTUNATE

'»PISFUNCTIONAL ASPECTS AS WELL. OFT N THE MANAGER IS UNAWARE

OF THE FULL COSTS OF HIS DECISIONS BcCAUSE IMPORTANT COMPONENTS U3=:
R:MAIN INVISIBLE TO HIM IN ACCOUVTS HE IS NEITHER AWARE OF VOR
RcSPONSIBLE FOR., SIMILARLY: POTENTIALLY USEFUL AREAS FOR

.5AVALYSIS ARE OFTEN OVERLOOKED BECAUSE THE MANAGER IS UNABLE -
_ ‘ i ;TO GcT A CLEAR PICTURE OF WHERE ALL THE COSTS ARE OR OF WHAT

THE INTERRELATIONSHIPS BETWEEN PROGRAM ELEMENTS ARE. ANYONE
HHO HAS GRAPPLED ‘CUTH THE PROBLEMS OF REDUCING SUPPORT FORCES,

RPN DUy

FOR EXAMPLE, CAVNOT HELP BEING AWARE OF THESE PROBLEMS. IT

P e e T

IS VIRTUALLY IMPOSSIBLE TO EVVISION TRADE OFrS OF THE TYPE WE gx
TEACH AT THE WAR COLLEGP BFING MADF BY A DECISION MAKER UNAWARP
OF THE COSTS ASSOCIATED WITH THE VARIOUS ALTERNATIVES. .

e ixih e e nmrans. am e e Aot L AP o k. LT e et i 28 e hmt DML B el e it

“THus THE COMPTROLLER MUST BECOME MORE ACTIVE PLAYER IN
THE MANAGEMENT FUNCTION, IN ADDITION, IT SEEMS VITAL TO ME
THAT HE DIRECT MORE ATTENTION TO CAREFULLY AND WISELY-
STRUCTURING HIS ACCOUNTS WITH SUCH DECISION-MAKING IN

T R e, e T T ¢ T S LTI T RS, s o AR, e v

‘.NOT ONLY IS THE OLD CAUTION ABOUT NOT MIXING APPLES

e e ik SR

MIND.

e

) ND ORAVGES RELEVANT, BUT ALSO THE CAUTION TO KEEP THE APPLE

TS AUV U ST SR N o
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szTOGETHER WITH ITS SKIN AND CORE SEEMS IMPORTANT. [ WOULD
SUGGEST THAT A REVIEW OF OUR FINANCIAL ACCOUNTS WITH
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A TNIRD PROBLEM AREA IS OURHFNEQUENT FAILURE TO EMPHASIZEH
ACCURATE FORECASTS OF KEY FINANCIAL DATAI' WHAT FORECASTING IS
DONE IS USUALLY 0F THE SIMPLESI FORM OF EXTRAPOLATION AND DOES
MOT RELY ON THE VARIOUS TYPES OF bTATISTICAL TECHNIGUES THAT ARE
AVAILABLE. A MANAG ER, OPERATING AS HE DOES IN. AN ENVIRONMENT OF -
UNCERTAINTY, DEPENDS HEAVILY ON SUCH FORECASTS BEING OF SUFFICIENT
QUALITY TO ALERT HIM TO UPCOMING PROBL:MS.Y A CASE IN POINT RELATES

TO THE IMPACT OF THE AVF ON THE MPN accounTts, CLEARLY THE
CHANGING FORCE STRUCTURE AND THE CHANGED EMPHASIS TOWARDS
' CAREER ENLISTED PERSONNEL WOULD BOTH IMPACT ON SUGH FINANCIAL
.ACCOUNTS As MPN,  To Take A SIMPLE EXAMPLE, THE ELIMINATION
OF THE DRAFT WAS UNIVERSALLY PREDICTED TO LEAD TO A SERVICE
COMPRISED OF OLDER INDIVIDUALS, ONES WITH GREATER FAMILY
RESPONSIBILITIES, OBVIOUSLY THESE TYPES OF INDIVIDUALS WOULD
REQUIRE DIFFERENT TYPES OF HOUSING) FOOD, MOVING, AND
ALLOWANCES THAN DID THE YOUNG, UNMARRIED SHORT~TERM DRAFT | o
~ INDUCED INDIVIDUAL. BUT NO DATA Was READILY AVAILABLE T0 ;
HELP ACCURATELY FORECAST THESE CHANGES, AND ITS LACK CAUSED
MAJOR PROBLEMS I BOTH PLANNING AND BUDGETING. EVEN FURTHER‘

THE EMPHASIS ON LIABILITY AND ERROR AVOIDANCE IHAT I MENTIONED

EARLIER SUGGESTS A NEED FOR ACCURATE FORECASTS THAT DO TAKE INTO

ACCOUNT SUCH KEY VARIABLES. THE PLANNING AND BUDGETING PROCESS,

CAREFULLY COMPLETED, CAN MAKE LATER FINANCIAL CONTROL. MORE WHAT ‘

IT WAS INTENDED TO BE AND LESS OF AN ATTEMPT TO KEEP CONGRESS

AND THE GAO oFF YOUR BACK,

)
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THE FOURTH PROBLEM | PERCEIVE THAT REQUIRES THE ACTIVE
COOPERATION OF THE COMPTROLLER AND MANAGER RELATES TO THE
CHALLENGE OF DEVISING PERFORMANCE MEASURES THAT GIVE CORRECT
INCENTIVES TO A MANAGER AND HIS ORGA\IIZA&IO\I, TOO OFTEN.,

DECISION “AKERS RESPOND TO VARIABLES THAT CAN BE QUANTIFIFIED

RATHER THAN THOSE THAT ARE IMPORTANT AND TO NEASURE OF SHORT-

TERM PERFORMANCE RATHER THAN LONG-TERM., ALSO ALL TOO OFTEN. -
':<TH: MANAGER RESPONDS ONLY TO THE MEASURES RELATING TO HIS

OWN ORGANIZATION, AND NOT T0 ONES OF WIDER IMPORTANCE.
.IT IS IMPERATIVE THAT PERFORMANCE MEASURES BE DERIVED THAT

FOCUS ON OUR TRUE ORGANIZATIONAL OBJECTIVES, THAT GO BEYOND
©THE PARTICULAR OFFICE THE MANAGER 1S IN. AND THAT GO BEYOND
HIS TERM IN THAT BILLET. A SIMPLE EXAMPLE OF PROBLEMS LIKE
THESE CAN BE FOUND IN OUR VARIOUS INVENTORY MANAGEMENT
'ACCOUNTS. IN SOME CASES, EXISTING INCENTIVES INDUCE A
SUPPLY MANAGER TO SCRAP A COMPONENT AND BUY A NEW ONE, FOR
WHICH HIS OWN ACCOUNTS ARE NOT CHARGED, RATHER THAN BUY THE
| CHEAPER BITS-AND-PIECES NEEDED TO FIX IT, FOR WHICH HIS
 ACCOUNTS ARE CHARGED. [EVEN MORE DAMAGING ARE THE PROBLEMS
CREATED BY THE INCOMPATABILITY OF INCENTIVES, THE DESIGN
MANAGER HAS HIS OWN FUNDING PROBLEMS TO WORRY ABOUT AND
PROBABLY SELDOM THINKS OF THE FINANCIAL IMPACT AS WELL AS
THE IMPACT ON READINESS, OF HIS DECISIONS ON THE INVENTORY
AND MAINTENANCE MANAGER. THE SOLUTION TO SUCH PROBLEMS
AGAIN REQUIRES THAT WE STEP BEYOND THE TRADITIONAL ACCOUNTING
ROLE OF THE COMPTROLLER. {
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WITH THE ALLOCAIION OF OUR LIMITED NATIONAL RESOURCES TO
o nEFENSE PROGRAMS IN A MANNER cOstsTENT WITH OUR NATIONAL
"7ﬂ§GOALs AND STRATcGY.: e ATTEMPT TO- PREPARE. THE MILITARY :"f{f‘

”wiifMANAGER TOLDEAL wTTM THE VARIOUS TYPES OF RESOURCE ALLOCATION

»VTPROBLEMS;THAT‘HE WILL BE CONFRONTED WITH AS HE ADVANCES TO L;;&:f;ﬂﬂ
iféifSENIOR DECISION MAKING POSITIONS. OUR OBJECTIVES ARE TO
© ASSIST THE- MANAGER IN DEVELOPING TOOLS IN THREE PRINCIPAL

I?T’TRE MANAGER' 5 ABILITY TO_LOCATE AREAS N WHICH THESE GOALs ARE -
- NOT ) BEING MET, AS WELL AS To DEVELOP HIS SKILL IN ASCERTAINING ;fz
'*5{§‘<THE REASONs BEHIN »SUCH FAILINGs., THE PROCESS OF RATIONAL
ITAECHOICE AMONG THE ALTERNATIVE WAYS‘OF ACCOMPLISHING OUR MISSIONS
“AND C OBJECTIVES 1
e EXAMINE. THE WAYS TN WHICH ORGANIZATIONAL. STRUCTURE AND

ING DECISIONS.
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THEe FOUR CHALLENGES [ HAVE PRESENTED TO YOU AS COMP-
TROLLERS ARE FOUR THAT WE PRESENT TO OUR STUDENTS IN THE
DeFENSE EconoMIcs AND DECISION MaKING Course AT Te NAvAL
WAR COLLLGE. TdIS COURSE FOCUSES ON THE PROBLFMS ASSOCIATED .

AREAS._ PROBLEM DErINITION, DECISION MAKING AND IMPLEPENTA-
TION{“ WE. ADDRESS THE OBJECTIVES AND MISSIONS OF THE NAVY IN
THE COVTEXT OF BROAD MILITARY STRATEGY IN ORDER TO DEVELOP

e ERE

GIVEN HEAVY. EMPHASTS - IN THE COURSE. FINALLY;:-

CONTROL CAN. ASSIST THE DEFENSE MANAGER IN MAKING AND IMPLEMENT‘~‘ j: ?

"To THIS POINT | HAVE ADDRESSED THE COMPTROLLER MANAGER
RELATIONSHIP AS [ SEE 17, NOW LET ME ELABORATE: SOMEWHAT ON

.. Approved For Release 2005/09/28 : CIA-RDP80B01554R003700280001:5 -




: THE ROLE OF " THE MILITARY OFEICER AS DEFENSE MANAGER AND ON
THE DROGRAM WE HAVE DEVELOPED AT THE WaR COLLEGE IO IMPART
THE SKILLS EDED TO EFFECTIVELV DISCHARGE THAT ROLE._

THE COURSE IS TRULY MULTI DISCIPLINARY AND I THINK WE,

_HAVE BEEN MORE SUCCESSFUL IN ACHI:VING A BLEND OF ACADEMIC fr
ISCIPLINE: 'AN HAVE" THE. MORE" TRADITIONAL INSTIIUTIOVS.

’ENENT DEPARTMENT‘WVMHAVE PROFESSTONALS IN

HE FIELDS OF: ECONOMICS, OPERATIONS_RESEARCH/ PSYCHOLOGY,:**

: CIENCE.i WE TEACH- SYSTEMS

tPROBLENS:BUT ”ETALSO EMPHASIZE THAT MAJOR DEFENSE DECISIONS N
TYPICALLY INVOLVE MORE THAN THE PURELY OUANTITATIVE.' THEY
“MUST ALSO" REFLECT POLITICAL REALITY AND IF THEY ARE TO BE '

jilMPLEMENTED THEY MUST REFLECT THE NATURE OF THE BUREAUCRATIC

' THOUOH I UNDERSTAND ,SIMILAR APPROACH IS BEING DEVELOPED
AT THE UNIVERSITY OF MICHIGAN. THE STUDENT IS EXPOSED TO
THREE SIMULTANEOUS STREANS OF INSTRUCTION. He RECEIVES

FORMAL CLASSROOM- INSTRUCTION IN OUANTITATIVE METHODS AND IN'
THEORY" OF ORGANIZATIONAL BEHAVIOR AND IN SEMINAR ENGAGES IN
A SERIES OF CASE STUDIES RELATING TO MAJOR DEFENSE DECISIONS..
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CUR APPROACH TO QUANTITATIVE METHODS IS TO DEVELOP THE
STUDENT'S ABILITIES AS A CUSTOMER FOR ANALYSIS RATHER THAN
AS A PRACTITIONER, We EXPOSE HIM TO THE CONCEPTS AND PRINCI LES

OF MICRO-ECONOMICS AND DEGISIDN THEORY BUT FROM THE VIEWPOINT
.. OF DEVE! OPING HIS ABILITY TG STRUCTURE A UANAGENENT PROBL:
FOR ANALYSIS AND INTERRR IING THE RESUL,S RR DENTED TD HIM
BY ThE ANALYST._ WE EMPHASI7E TRE UTILITY OF THIS FORM OF '
ANALYSIS IN PROVIDING AN INTtLLECTUALVFRAMEWOQK FOR ADDRESSING
DIFFICULT PROBLEMS BUT CAUTION AGAINST OVER ENTHUSIASM FOR

ANALYSES WHICH ARE EXCLUSIVELY QUANTITATIVEISA

””???* IN oUR coURSE IN ORGANIZATIONAL BEHAVIOR THE APPROACH o R
"fIS AGAIN PRAGMATIG.- W WANT OUR STUDENTS TO DEVELOP AN |
AWAR:NESS AND UNDERSTANDING OF THE HUMAN FACTOR IN THE MANAGE-

" MENT EQUAIION BUT FROM iHE POINT OF VIEW OF GETTING THINGS
'DONEL HE TEACH THE MODERN VIEW OF GOALS INCENTIVES AND .

PERCEPTION iOF PEOPLE IN LARGE OR ANILATIONS WITH A VIEW TO ‘

'-ij DEVELDPING SKILL IN CAUSING. A ) BUREAUCRACY SUCH AS'OURS TO oo

RESPOND AS WE W ULDvWISHﬂ.TATO IN EXEGUTING ‘OUR PRDGRAMS.ifIE

IN oUR;cASE STUDIES We- TRY. To BRING 1T ALL TOGETHER.’Vf'

OUR CASES ALLVADDRESS-MAJOR MANAGERIAL DECISIONS.~ THEY AREAIAML B
NOT DESIGNED MERELY AS EXAMPLES OF THE APPLICATION OF THEORY
OR CANNED HOMEWORK PROBLEMS. THEY DO PROVIDE AN OPPORTUNITY
FOR THE STUDENT TO DRAW ON MATERIALS FROM HIS OTHER COURSES
BUT THEY ARE STRUCTURED SO THAT THIS CAN ONLY TAKE HIM PART

; WAY HOME. N SHORT TO THE MAXIMUM EXTENT POSSIBLE WE DESIGN

4 T, |

.-
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. CASES WHICH HA\/: ALL OF THE MESSIVESS\:AND MULTIPLICITY OF
;AALTE‘?NATIVES AND I\ITERACTING INFLUENCES WHICH A REAL MANAGER
»Z_rACES IN ANY DECISION OF CONS:QU:NCL_.;._._A_AIN SHORT: WE \/I

"f:fOUR CASE: STUDI:S NS AN APPRENTICCSHIP: N DECISION MAKING

“ELF, WHAT WASATHE‘FNCENTIVE OFJNH
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WHY DO WE DESIGN A NEW RADIO FOR EVERY NEW AIRCRAFT WE
PROCURE? IS IT BECAUSE WE NEED IT OR ARE HE REWARDING OUR
RADIO DESIGNERS WHENEVER THEY CAUSE US TO BUY A NEW DESIGN?
 WHY IS IT WE so OFTEN SACRIFICE R:LIABILITY AND MAINTAIN=
N :_ABILITV OF NEW SYSTEMS ‘IN ORDER TO MEET FLEET INTRODUCTION
'1ﬁff§SCHEDuLEs° CouLd 1T BE BcCAUSE WE" REWARD.AVD PROMOTE OUR

.. PROJECT MANAGERS FOR: MEETING SUCH SCHEDULF: BUT. DO NOT HOLD
T THEM A ACCOUNTABLE FOR SUBSEQUENT READINESS .=+ *

HOSE.ARE_BUT TWQ EXAMPLES AND I[AMESURE.You CAN ALL >ai o

THINK"O MORE._ Vow I BELIEVE THAT. WE UVDER$TAND THE PROBLEM e

o muT 1 o NOT CLAIM TO_KNOW THE SOLUTION.V Tuis 1s THE MAJOR
;E’LJCHALLCNGE I wounD LIKE TO LEAVE WITH YOU TODAY, How CAN YOU
_AS COMPTROLLERS ACT SO AS TO PROVIDE INCENTIVE: TOWARDS

'fibEFFICLENT BEHAVIOR? ‘HoW- CAN YOU DEFINE AND EXERCISE YOUR ROLC_;El,»7"

’;;so AS 70 rocus MOQE ON THE-ACHIEVEMENT OF OUR ORGANLZAIIONAL

'F‘GOALS RATHER THAN SOL:LY ON DAY TO DAY ERROR AVOIDANCE.VE

AC NTMTOVOUR‘bTUDENTS THE IMPORTANCE OF AN ACTIVE PARTNERSHIPj

_ "EETWEEN H -MAQAGER AND - TPE COMPTROLLER.:}MC WANTMTHEM To SEE,;
’[ffHAT ONLY BYYHAVING THE CORRECT FINANCIAL INPUTS. CAN THE .
x:MAVAGER ACCOMPLISH HIS FUNCTION, ~WE DO REVIEW WITH THEM THE
[NCREASINGLY SOPHISTICATED TECHNIQUES AVAILABLE FOR RESOURCE H
© MANAGEMENT TODAY. BUT POINT OUT THAT THEY ARE ONLY AS GOOD AS .
THE INPUTS TO THEM., IT SHOULD BE CLEAR TO THEM AS PROEPECTIVE"

AVAGEPS THAT IT 1S THE COMPTROLLER WHO IS BEST ABLE TO
12
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PROVIDE MANY OF lHESE INPUTS. THEY MUST RECOGNIZE THAT |
lOP MANAGERS MUST TURN T0 THEIR COMPTROLLER IN SELECTING

r{E KEY PIECES OF MAN_AGEMENT CONTROL DATA IWHI-‘CH H"" REQUIRES,J';'-'
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~ ANOTHER: | WAS INVOLVED FOR SOME YEARS HERE IN WASHINGTON

UF OSD SYSTEMS ANALYSIS.
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THE MANAGER AND COMPTROLLER: A NECESSARY,PARTNERSHIP

WaeN 1 FIRST RECEIVED YOUR INVITATION T0 SPEAK HERE
TODAY, 1 MUST ADMIT THAT [ WAS TEMPTED TO DECLINE. THE
WORLD OF THE COMPTROLLER IS ONE THAT | HAVE VIEWED ONLY FROM
AFAR. LIKE MANY LINE OFFICERS., | DO NOT PRETEND TO HAVE
ANY GREAT DEPTH OF UNDERSTANDING OF HOW YOU ACCOMPLISH YOUR
s, | | ,

As 1 THOUGHT OVER YOUR PROPOSAL. HOWEVER, [ CAME TO
FEEL THAT ws HAVE SOMETHING. OF IMPORTANCE TO SAY TO ONE

IN THE WORLD OF ,THE ‘DEFENSE PROGRAMS, BOTH AS 'DIRECTOR OF THE
NAVY S. SYSTEMS ANALYSIS DIVISLON’AND BEFORE THAT IN THE OFFICE

DURING THAT TIME. | WAS ALWAYS CONSCIOUS OF THE FACT
CHAT WHILE WE WERE ATTEMPTING TO DEAL WITH THE LARGE
AGGREGATES OF THE PROGRAM, CONDUCTING TRADE-OFFS AND EVALUAT-
(NG COST-EFFECTIVENESS, ANOTHER GROUP WAS S IMULTANEQUSLY
MOVING FORWARD WITH THE BUDGET. STRANGELY, I PERCEIVED
THAT NEITHER GROUP COMMUNICATED VERY OFTEN WITH THE OTHER,
AND, WHEN THEY DID, THE IMMENSE DIFFERENCES IN THEIR FRAMES
OF REFERENCES, VOCABULARIES. AND DATA BASES MADE MEANINGFUL
COMMUNICATION NEARLY IMPOSSIBLE.

THIS LED ME TO REFLECT ON THE ROLE OF THE COMPTROLLER
IN DEFENSE MANAGEMENT BECAUSE OF THE ANALOGY BETWEEN THE
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RELATIONSHIP OF THE COMPTROLLER TO. THE MANAGER AND THAT OF
THE BUDGETEER AND THE PROGRAMMER, LET ME EXPLORE THE DIF-
FERENCES | PERCEIVED IN THE ROLES OF fHE'PﬁdéAAMMER AND
BUDGETEER A BIT FURTHER. IN THE PROGRAMMING WORLD,OUR :
'FOCUS WAS ON OUTPUT——THE ULTIMATE MISSION :FFECTIVENESS

oF SYSTEMS.‘ THE BUDGETEER WAS CONCERNED WITH INPUTS—-THE VARIOUS
BITS AND PIECES THAT ADDED UP TO AN APPROPRIATION. PROGRAMMERS. -
DEAL IN LARGE  AGGREGATES OF RESOURCES:; THE BUDGETEER DEAL IN =~ °

MICRO-DETAIL. MOST IMPORTANTLY, THE PROGRAMMER'S THINKING WAS.
ON THE FUTURE, WHILE THE BUDGETEER LOOKED CONSTANTLY TO

THE PAST FOR HIS COST DATA AND HIS PERFORMANCE DATA. FEVEN
HIS EVALUATION OF A BUDGET WAS ALMOST TOTALLY BASED ON THE
DEGREE T0 'v‘v'HICH I' DEVIATED FROM THAT CF A EVIOUD YEAR. )
THESE SAME DIFFERENCES EXIST, | BELIEVE, IN THE ORIENTATIONS
OF THE MANAGER AND THE COMPTROLLER. |

THIS BRINGS ME TO THE CENTRAL POINT ['D LIKE TO MAKE
TODAY: - THE NAVY CAN NO LONGER AFFORD TO PAY THE PENALTIES

CAUSED BY AN INSUFFICIENT INTERCHANGE BETWEEN THEESE TWO . |
IMPORTANT ELEMENTS OF ITS MANAGEMENT STRUCTURE. SPECIFICALLY.
THE COMPTROLLER SHOULD.BE; AND PROBABLY IS, THE PERSON BEST

AWARE OF THE DATA THAT IS RELEVANT TO MAKING DECISIONS THAT
ARE FUTURE ORIENTED, AND THE MANAGER WHO DOES NOT EMPLOY
THIS DATA TO THE FULLEST POSSIBLE EXTENT IS PROBABLY FORCED
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INTO MAKING DECISIONS OF UNNECESSARILY LOW QUALITY. THUS,
W THESIS IS THAT.THE MANAGER AND COMPTROLLER MUST JOINTLY
DEVELOP INFORMATION STRUCTURES WHICH WILL FACILITATE
DECISION MAKING IN.THEIR PARTICULAR ORGANIZATION.:
IMPROVING THE QUALITY OF OUR DECISIONS IS ESPECIALLY
[HPORTANT TOOAY;"ZTHE'PASTHSEVERAL YEARS HAVE BEEN-ONES OF
REDUCED PURCHASING. POWER AND DRAMATIC REDUCTIONS IN NAVAL

FORCES. THE CONTINUING GROWTH IN THE COST OF ‘BOTH MANPOWER
AND WEAPONS SYSTEMS, AS WELL AS THE INCREASING TECHNICAL AND
POLITICAL COMPLEXITY OF OUR OPERATING ENVIRONMENTS, SUGGESTS

_THAT THESE PRESSURES ARE ONES WITH WHICH WE WILL HAVE TO LEARN -

TOo LIVE. IT IS, | BELIEVE, IN TIMES OF DECLINING REAL RESOURCES
THAT EFFECTIVE MANAGEMENT DECISION MAKING IS OF UTMOST IMPORTANCE.
To BORROW A PHRASE FROM THE ORGANIZATIONAL THEORISTS, SUCH
'PERIODs AS TODAY ARE THE 'ONES IN WHICH ORGANIZATIONAL SLACK--

"~ THOSE INEFFICIENCIES AND»FRILLS'THAT GROW IN A LARGE ORGANIZATION
DURING™TIMES OF PROSPERITY--MUST BE ELIMINATED, ANY SHORT-
COMINGS IN THE MANAGER/COMPTROLLER PARTNERSHIP REPRESENT ‘TO
ME:-A SIGNIFICANT COMPONENT OF ORGANIZATIONAL SLACK.

THERE ARE A NUMBER OF REASONS WHY THIS PARTNERSHIP IN
PLANNING HAS NOT BEEN FULLY REALIZED. [ RAISE THEM NOT IN
' 'CRITICISM OF THE COMPTROLLER OR OF THE MANAGER, BUT RATHER TO

SUGGEST NECESSARY DIRECTIONS FOR CHANGE. IN FACT, IF ANY
3 :
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FAULT IS TO. BE ASSIGNED, A LARGE SHARE MUST GO TO THE MANAGER

WHO FAILS TO UNDERSTAND AND DEVELOP THE ASSISTANCE AVAILABLE
TO HIM FROM THE COMPTROLLER. A FIRST PROBLEM STEMS FROM THE
EACT THAT THE EMPHASIS OF ACCOUNTING DATA HAS BEEN PRIMARLLY
ON LIABILITY: THE RECENT DIFFICULTIES., THE NAVY HAS HAD WITH
1Ts MPN ACCOUNT WITH WHICH WE ARE ALL FAMILIAR, FOR EXAMPLE.
HAVE- ADDED TO THIS EMPHASIS ON THE PAST. THE MILITARY LINE
MANAGER ALL TOO OFTEN ASKS ONLY THAT HIS COMPTROLLER KEEP

HIM OUT OF TROUBLE. |

As A RESULT OF THIS EMPHASIS ON LIABILITY. MANAGEMENT

CONTROL AND PLANNING IS FREQUENTLY RELEGATED.TO A SECONDARY
ROLE. THOSE FEW ELEMENTS OF DATA THAT A TOP MANAGER SHOULD SEE
ARE NOT CAREFULLY CHOSEN. [N PART THIS IS BECAUSE NEITHER THE
MANAGER NOR THE COMPTROLLER HAVE DETERMINED WHAT THEY ARE.
MORE' OFTEN IT IS DUE TO THE FACT THAT BOTH ARE ORIENTED

TOWARDS AN OVERKILL PRESENTATION OF DATA TO INSURE THAT .

NOTHING IS MISSING. UNFORTUNATELY, WHAT FREQUENTLY ENDS
up MISSING IS THE MANAGER' S ABILITY T0 SPOT POTENTIAL PROB‘

" LEMS REQUIRING CORRECTIVE ACTION, COMPUTERIZATION HAS, OF
COURSE, ADDED TO THIS PROBLEM: JUST BECAUSE WE CAN NOW: -
MANIPULATE AND PRESENT VAST QUANTITIES OF DATA, WE DO,

WHETHER WE CAN UTILIZE THE DATA OR NOT.
A SECOND PROBLEM IS THAT THE COMPTROLLER DOES NOT

BECOME SUFFICIENTLY INVOLVED IN THE TRADE-OFF DECISIONS
THE MANAGER MUST MKE. THE COMPLEX ACCOUNTING SYSTEMS NOW USED
THROUGHOUT DOD HAVE MANY SEPARATE ACCOUNTS THAT ENTER INTO THE
MANAGEMENT OF ANY SINGLE PROGRAM. COMPLEX ACCOUNTING SYSTEMS
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ARE USEFUL AND NECESSARY IN SOME WAYS, BUT HAVE UNFORTUNATE
DISFUNCTIONAL ASPECTS AS WELL, OFTEN THE MANAGER 1S UNAWARE
OF THE FULL COSTS OF HIS DECISIONS BECAUSE IMPORTANT COMPONENTS
REMAIN INVISIBLE TO HIM IN ACCOUNTS HE 15 NEITHER AWARE OF NOR
RCSPONSIBLE FOR. SIMILARLY, POTENTIALLY USEFUL AREAS FOR

ANALYSIS ARE OFTEN OVERLOOKED BECAUSE THE MANAGER IS UNABLE

TO GET A CLEAR PICTURE OF WHERE ALL THE COSTS ARE OR OF WHAT

THE INTERRELATIONSHIPS BETWEEN PROGRAM ELEMENTS ARE. ANYONE
wHO HAS GRAPPLED NITH THE»PROBLEMS OF REDUCING SUPPORT FORCES.,

FOR EXAMPLEJ CANNOT'HELP BEING AWARE OF- THESE.PROBLEMS. IT

IS VIRTUALLY IMPOSSIBLE TO ENVISION TRADE OFFS OF THE TYPE WE
TEACH AT THE WAR COLLEGE BEING MADE BY A DECISION MAKER UNAWARE
OF THE COSTS ASSOCIATED WITH THE VARIOUS ALTERNATIVES.

" THus. THE COMPTROLLER MUST BECOME MORE ACTIVE PLAYER IN
THE MANAGEMENT FUNCTION, IN ADDITION, IT SEEMS VITAL TO ME
THAT HE DIRECT MORE. ATTENTION TO CAREFULLY AND WISELY

STRUCTURING HIS’ACCOUNTS WITH SUCH DECISION MAKING IN
MIND. NOT ONLY IS THE OLD CAUTION ABOUT NOT MIXING APPLES

AND ORANGES RELEVANT, BUT ALSO THE CAUTION T0 KEEP THE APPLE

L TOGETHER WITH ITS SKIN AND CORE SEEMS IMPORTANT. [ WOULD

SUGGEST THAT A REVIEW OF OUR EINANCIAL ACCOUNTS WITH
DECISION-MAKING FOREMOST IN MIND IS IN ORDER.
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A THIRD PROBLEM AREA IS OUR FREQUENT FAILURE TO EMPHASIZE
ACCURATE FORECASTS OF KEY FINANCIAL DATA.. WHAT FORECASTING IS
DONE 1S USUALLY OF THE SIMPLEST FORM OF EXTRAPOLATION AND DOES
NOT RELY ON THE VARIOUS TYPES OF STATISTICAL TECHNIQUES THAT ARE
AVAILABLE. A MANAGER, OPERATING AS HE DOES IN AN'ENYVIRONMENT OF
UNCERTAINTY, DEPENDS-HEAVILY ON SUCH FORECASTS BEING OF SUFFICIENT

| QUALLTY To. ALERT HIM TQ UPCOMING PROBLEMS. A CASE. [N POINT RELATES

TO THE IMPACT OF THE AVF oN THE MPV ACCOUNTS. CLEARLY THE
CHANGING FORCE STRUCTURE AND THE CHANGED EMPHASIS TOWARDS
CAREER ENLISTED PERSONNEL WOULD BOTH IMPACT ON SUCH FINANCIAL
AccounTs As MPN.  To TAKE A SIMPLE EXAMPLE, THE ELIMINATION
OF THE DRAFT WAS UNIVERSALLY PREDICTED TO LEAD TO A SERVICE
COMPRISED OF OLDER INDIVIDUALS, ONES WITH GREATER FAMILY
RESPONSIBILITIES. OBVIOUSLY THESE TYPES OF INDIVIDUALS WOULD
REQUIRE DIFFERENT TYPES OF HOUSING, FOOD, MOVING, AND
ALLOWANCES THAN DID THE YOUNG, UNMARRIED SHORT-TERM DRAFT
INDUCED INDIVIDUAL. BUT NO DATA WAS READILY AVAILABLE T0
'HELP ACCURATELY FORECAST THESE CHANGES, AND TS  LACK CAUSED
MAJOR PROBLEMS IN BOTH PLANNING AND BUDGETING. EVEN FURTHER;

EARLIER SUGGESTS A NEED FOR ACCURATE FORECASTS THAT DO TAKE INTO
ACCOUNT SUCH KEY VARIABLES, THE PLANNING AND BUDGETING PROCESS.,
CAR!—;FULLY COMPLETED, CAN MAKE LATER FINANCIAL CONTROL MORE WHAT
IT WAS INTENDED 'IV'O‘ BE AND .LE‘SS OF AN ATTEMPT TO KEEP CONGRESS

AND THE GAO OFF YOUR BACK.

. 6
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THE FOURTH PROBLEM [ PERCEIVE THAT REQUIRES THE ACTIVE
'COOPERATION OF THE COMPTROLLER AND MANAGER RELATES TO' THE
CHALLENGE OF DEVISING PERFORMANCE MEASURES THAT GIVE CORRECT
INCENTIVES TO A MANAGER AND HIS ORGANIZATION. Too OFTEN,
DECISION MAKERS RESPOND TO VARIABLES THAT CAN BE QUANTIFIFIED
RATHER THAN THOSE' THAT  ARE IMPORTANT AND TO MEASURE OF SHORT-
TERM PERFORMANCE RATHER THAN LONG-TERM. ALSO ALL TOO OFTEN,
THE MANAGER- RESPONDS ONLY TO THE MEASURES RELATING TO HIS

OWN ORGANIZATION, AND NOT TO ONES OF WIDER IMPORTANCE.
'IT IS IMPERATIVE THAT PERFORMANCE MEASURES BE DERIVED THAT

FOCUS ON OUR TRUE ORGANIZATIONAL OBJECTIVES, THAT GO BEYOND
THE PARTICULAR OFFICE THE MANAGER IS IN, AND THAT GO BEYOND
HIS TERM IN THAT BILLET, A SIMPLE EXAMPLE OF PROBLEMS LIKE
THESE CAN BE FOUND IN OUR VARIOUS INVENTORY MANAGEMENT
ACCOUNTS., IN SOME CASES, EXISTING INCENTIVES INDUCE A
SUPPLY MANAGER TO SCRAP A COMPONENT AND BUY A NEW ONE, FOR
WHICH HIS OWN ACCOUNTS ARE NOT CHARGED, RATHER THAN BUY THE
CHEAPER BITS-AND-PIECES NEEDED TO FIX IT, FOR WHICH HIS
ACCOUNTS ARE CHARGED, EVEN MORE DAMAGING ARE THE PROBLEMS
CREATED BY THE INCOMPATABILITY OF INCENTIVES. THE DESIGN
MANAGER HAS HIS OWN FUNDING PROBLEMS TO WORRY ABOUT AND
PROBABLY SELDOM THINKS OF THE FINANCIAL IMPACT AS WELL AS
THE IMPACT ON READINESS., OF HIS DECISIONS ON THE INVENTORY
AND MAINTENANCE MANAGER: THE SOLUTION TO SUCH PROBLEMS

AGAIN REQUIRES THAT WE STEP BEYOND THE TRADITIONAL ACCOUNTING
ROL: OF THE COMPTROLLER:

/
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TROLLERS ARE FOUR THAT WE PRESENT TO OUR STUDENTS IN THE
DEFENSE EcoNoMics AND DecIsion MAKING COURSE AT THE NAVAL
WAR COLLEGE. THIS COURSE FOCUSES ON THE PROBLEMS ASSOCIATED
WITH THE ALLOCATION OF OUR LIMITED NATIONAL RESOURCES TO
DEFENSE PROGRAMS IN A MANNER CONSISTENT WITH OUR NATIONAL
GOALS AND STRATEGY. WE ATTEMPT TO PREPARE THE MILITARY
MANAGER TO DEAL WITH THE VARIOUS TYPES OF RESOURCE ALLOCATION
" SENIOR DECISION-MAKING POSITIONS. OUR OBJECTIVES ARE TO
ASSIST THE MANAGER IN DEVELOPING TOOLS IN THREE PRINCIPAL
AREAS: PROBLEM DEFINITION, DECISION MAKING, AND IMPLEMENTA-
TION. WE ADDRESS THE OBJECTIVES AND MISSIONS OF THE Navy IN
THE CONTEXT OF BROAD MILITARY STRATEGY IN ORDER TO DEVELOP
THE MANAGER'S ABILITY TO LOCATE AREAS IN WHICH THESE GOALS ARE
THE REASONS BEHIND SUCH FAILINGS. THE PROCESS OF RATIONAL
CHOICE AMONG THE ALTERNATIVE WAYS OF ACCOMPLISHING OUR MISSIONS
AND OBJECTIVES IS GIVEN HEAVY EMPHASIS IN THE COURSE. FINALLY.
WE EXAMINE THE WAYS IN WHICH ORGANIZATIONAL STRUCTURE AND
CONTROL CAN ASSIST THE DEFENSE MANAGER IN MAKING AND IMPLEMENT-
ING DECISIONS. IN SUMMARY., OUR COURSE FOCUSES ON PROVIDING
THE MILITARY MANAGER WITH SEVERAL IMPORTANT MANAGEMENT TOOLS:
AN UNDERSTANDING OF THE PROCESSES BY WHICH SOUND DECISIONS

CAN BE MADE AND OF THE TECHNIQUES AVAILABLE TO AID HIM IN
THIS FUNCTION: AND AN UNDERSTANDING OF THE ENVIRONMENT IN
WHICH THESE DECISIONS MUST BE MADE AND OF THE WAYS THIS
'ENVIRONMENT CAN BE USED AND STRUCTURED TO AID HIM IN MAKING
AND IMPLEMENTING HIS DECISIONS.
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[ HOPE THAT TEACHING ON THE BASIS OF THESE THREE
ELEMENTS OF MANAGEMENT WILL ACCENT TO OUR STUDENTS THE
IMPORTANCE OF AN ACTIVE PARTNERSHIP BETWEEN THE MANAGER
AND THE COMPTROLLER. WE WANT THEM TO SEE THAT ONLY BY
HAVING THE CORRECT FINANCIAL INPUTS CAN THE MANAGER ACCOMPLISH
HIS FUNCTION. WE DO REVIEW WITH THEM THE INCREASINGLY
SOPHISTICATED TECHNIQUES AVAILABLE FOR RESOURCE MANAGEMENT
TODAY, BUT POINT OUT THAT THEY ARE ONLY AS GOOD AS THE
INPUTS TO THEM. [T SHOULD BE CLEAR TO THEM AS PROSPECTIVE
MANAGERS THAT IT IS THE COMPTROLLER WHO IS BEST ABLE TO
PROVIDE MANY OF THESE INPUTS., THEY MUST RECOGNIZE THAT
TOP MANAGERS MUST TURN TO THEIR COMPTROLLER IN SELECTING
THE KEY PIECES OF MANAGEMENT CONTROL DATA WHICH HE REQUIRES:
AND FOR PROVIDING THE RIGHT COST DATA TO BE USED IN MAKING
TRADE-OFFS: AND FOR PROVIDING GOOD FORECASTS WHICH CAN BE
INTERPRETED IN TERMS OF THE PROBLEMS RAISED AND THE OPTIONS
OPEN: AND FOR DEVISING AND MONITORING PERFORMANCE MEASURES
RELEVANT TO THE PROGRAM BEING MANAGED.

THIS THEN IS THE PARTNERSHIP THAT | VIEW AS A NECES-
SITY IN THE EVOLUTION OF OUR DEFENSE ORGANIZATIONS. THE
MANAGER MUST INCLUDE THE COMPTROLLER AS AN IMPORTANT PART
OF HIS DECISION AND CONTROL TEAM, AND THE COMPTROLLER MUST
EXPAND HIS RESPONSIBILITIES BEYOND CONCENTRATING ON PAST
ACCOUNTABILITY. IN THIS WAY, | BELIEVE, WE CAN ACHIEVE THE
TYPE OF DECISION-MAKING IN THE MILITARY THAT IS NECESSARY
TODAY,

THANK YoU
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